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CERTIFICATE  OF  IXCORPORATIOX  OF 
NATIONAL  TAX  ASSOCIATION 

No.  20264 
This  is  to  certify  that  we  the  undersigned,  all  being  persons  of 
full  age  and  citizens  of  the  United  States  and  the  majority  being 
citizens  of  the  District  of  Columbia,  desiring  to  associate  ourselves 
for  scientific  and  educational  purposes  and  to  that  end,  to  form  a 
body  politic  and  corporate,  under  the  provisions  of  sub-chapter 
three  of  Chapter  Eighteen  of  the  Code  of  Law  for  the  District  of 
Columbia,  approved  March  3,  1901,  and  Acts  of  Congress  amenda- 
tory thereto,  do  hereby  make,  sign  and  acknowledge  this  certificate 
in  writing,  stating  as  follows: 

First:  The  name  or  title  by  which  the  association  or  corporation 
shall  be  known  in  law  is  National  Tax  Associatiox. 

Second:  The  term  for  which  the  corporation  is  organized  is 
perpetual. 

Third:  The  particular  business  and  objects  of  the  corporation 
are  as  follows: 

To  educate  and  benefit  its  members  and  all  others  who  may  be 
interested  in  the  subject  of  taxation  and  the  subject  of  public 
finance,  of  which  taxation  forms  a  part,  by  promoting  the  scientific 
study  thereof  generally,  by  the  encouragement  of  research,  by 
collecting,  preserving,  and  diiYusing  scientific-  information  and 
knowledge  relating  thereto,  by  organizing  conferences  and  bringing 
together  for  discussion  public  officials,  taxpayers  and  their  represen- 
tatives, students,  instructors  in  universities  and  colleges  and  others 
interested  in  the  subjects  of  taxation  and  public  finance,  by  publish- 
ing and  distributing  reports  of  conference  proceedings  and  such 
other  books,  periodicals  and  publications  as  may  be  desirable  and 
helpful  for  the  accomplishment  of  the  purposes  of  the  corporation ; 
by  appointing  committees  for  the  investigation  of  problems  in  taxa- 
tion and  public  finance;  by  formulating  and  announcing,  through 
the  deliberately  expressed  opinion  of  its  conferences,  the  best  in- 
formed economic  thought  and  ripest  administrative  experience 
available  for  the  guidance  of  public  opinion,  legislation,  and  adminis- 
tration, on  questions  relating  to  taxation  and  public  finance;  by 
acquiring,  utilizing,  applying  and  disposing  of  property  and  funds 
exclusively  in  establishing,  maintaining,  improving,  and  extending 
the  benefits  and  usefulness  of  the  corporation,  through  the  accom- 
Cxi) 
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plishment  of  its  purposes,  and  by  promoting  better  understanding 
of  the  common  interests  of  national,  state  and  local  governments  in 
the  United  States  and  elsewhere,  in  matters  of  taxation  and  public 
finance  and  interstate  and  international  comity  in  taxation. 

The  promotion  of  the  above  declared  business  and  objects  shall 
at  all  times  be  carried  on  subject  to  the  following  conditions  and 
limitations,  by  which  the  corporation  and  all  who  shall  hereafter 
associate  themselves  with  it,  as  members,  as  participants  in  its  de- 
liberati"ons  and  activities  and  in  its  conferences  or  otherwise,  shall 
be  forever  bound ;  that  is  to  say : 

The  activities  of  the  corporation  shall  be  non-political  and  non- 
sectarian. 

Xo  ])art  of  the  net  income  of  the  corporation  shall  at  any  time 
inure  to  the  benefit  of  any  officer  or  member  of  the  corporation  or 
of  any  individual  or  corporation  whatsoever. 

At  any  conference  which  the  corporation  may  organize,  members 
of  the  corporation  shall  not  be  entitled  to  vote,  by  reason  of  such 
membership,  on  any  matter  involving  the  official  expression  of  the 
opinion  of  the  conference  on  a  question  of  taxation  or  public  finance 
of  general  public  interest,  but  the  voting  on  such  questions  shall  be 
vested  in  such  persons  in  attendance  as  may  be  determined  by  the 
corporation  and  be  expressed  in  such  manner  as  may  be  prescribed 
by  the  conference  when  assembled. 

At  any  such  conference,  the  persons  attending  shall,  by  such 
attendance,  be  deemed  to  consent  to  the  condition  and  limitation 
that  the  result  of  the  vote  upon  a  matter  involving  the  ofiicial  ex- 
pression of  the  opinion  of  the  conference  on  a  question  of  taxation 
or  public  finance  of  general  public  interest  shall  not  be  announced 
or  be  given  publicity  in  any  report  thereof  issued  by  the  corporation 
or  be  taken  as  having  its  endorsement,  unless  there  shall  have  been 
full  discussion  thereof,  at  that  or  a  prior  conference  and  unless  the 
vote  shall  represent  the  substantially  unanimous  opinion  of  the  con- 
ference, which  shall  be  deemed  to  be  expressed  by  not  less  than  a 
four-fifths  vote. 

Fourth:  The  number  of  the  managers  of  the  corporation,  who 
shall  be  called  the  executive  committee  shall  for  the  first  year  of  its 
existence  be  sixteen. 

Witness  our  hands  this  6th  day  of  January,  A.  D.  1930. 

(  S)  Thomas  Walker  Page 

(S)  John  E.  Walker 

(S)  William  P.  Richards 

(S)  Robert  J.  Eby 

(S)  Alfred  E.  Holcomb 
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District  of  Columbia,  ss  : 

I,  Walter  F.  Studdiford.  a  Notary  Public  in  and  for  the  District 
of  Columbia,  do  hereby  certify  that  Thomas  Walker  Page,  John 
E.  Walker,  William  P.  Richards,  Robert  J.  Eby  and  Alfred  E. 
Holcomb.  parties  to  the  annexed  and  foregoing  certificate  of  in- 
corporation, bearing  date  the  6th  day  of  January,  1930,  personally 
appeared  before  me  in  said  District  the  said  Thomas  W'alker  Page. 
John  E.  Walker.  William  P.  Richards,  Robert  J.  Eby  and  Alfred 
E.  Holcomb,  being  personally  well  known  to  me  to  be  the  persons 
who  executed  the  said  certificate  of  incorporation  and  severally 
acknowledged  the  same  to  be  their  act  and  deed. 

Given  under  mv  hand  and  notarial  seal  this  6th  dav  of  januarv. 
A.  D.  1930. 

(S)    W^\LTER  F.  Studdiford. 

Notary  Public,  D.  C. 

( Notarial  .Seal) 

Office  of  the  Recorder  of  Deed.s 
District  of  Columbia 
This  is  to  Certify  that  the  foregoing  is  a  true  and  verified  copy 
of  the  Certificate  of  Incorporation  of  the  National  Tax  Association 
and  of  the  whole  of  said  Certificate  of  Incorporation,  as  filed  in  this 
Office  the  6th  day  of  January.  A.  D.  1930. 

Ix    Testimony   W^hereof.    I    have   hereunto    set   my   hand   and 
affixed  the  seal  of  this  Office  this  6th  day  of  January.  A.  D.  1930. 
Arthur  G.  Froe. 
(Seal)  Recorder  of  Deeds.  D.  C. 


BY-LAWS  OF  THE  NATIONAL  TAN  ASSOCIATION 
(As  adopted  January  6.  1930) 


Membership 

Section  1.  Any  person  shall  be  eligible  to  membership  and  may 
become  a  member,  upon  application  in  writing  and  payment  of 
annual  dues  for  the  current  year.  Such  application  shall  indicate 
sympathy  with  the  objects  and  purposes  of  the  association,  as  ex- 
pressed in  its  certificate  of  incorporation  and  willingness  to  be 
bound  by  the  conditions  and  limitations  contained  therein  and  in 
these  by-laws,  Provided  that  the  present  members  of  the  National 
Tax  Association,  an  unincorporated  association,  shall  be  members 
without  further  action  on  their  part. 


xiv  •  -NATIONAL  TAX  ASSOCIATION 

Sectiox  2.  .Mcinbersliip  shall  be  continuing.  The  annual  mem- 
bership dues  shall  be  live  dollars,  payable  upon  application  for 
membership,  covering  the  fiscal  year  of  the  association  then  current 
and  annually  thereafter,  in  advance,  on  the  first  day  of  the  subse- 
quent fiscal  year. 

In  the  discretion  of  the  executive  committee  the  annual  dues  may 
at  any  time  be  increased  and  the  annual  dues  of  residents  of  any 
foreign  country  may  be  fixed  at  an  amount  in  excess  of  those  of 
residents"of  the  United  States. 

Any  member  who  shall  fail  to  pay  his  dues  within  six  months 
from  the  date  when  payable  shall  be  considered  in  arrears,  and  if 
such  failure  shall  continue  for  a  period  of  one  year,  he  shall  be 
dropped  from  membership,  for  non-payment  of  dues. 

.\RTICLE  II 
Annual  Conference 

Section  1.  An  annual  conference  on  taxation  shall  be  held 
under  the  auspices  of  the  association,  at  such  time  and  place  as  the 
executive  committee  may  determine.  The  annual  conference  shall 
be  the  means  used  by  the  association  for  carrying  into  practical 
efifect  its  purpose  to  secure  an  expression  of  opinion  that  will  for- 
mulate and  announce  the  best  informed  economic  thought  and  ripest 
administrative  experience  available  for  the  correct  guidance  of 
public  opinion  and  legislative  and  administrative  action  on  all  ques- 
tions pertaining  to  taxation,  and  to  interstate  comity  in  taxation. 

Section  2.  The  personnel  of  each  annual  conference  shall  be 
composed  of  delegates  appointed  by  the  governor  or  other  chief 
executive  of  states,  public  officials  having  duties  with  respect  to  the 
investigation,  enactment  and  administration  of  tax  laws,  instructors 
and  students  in  universities  and  colleges,  taxpayers  and  their  repre- 
sentatives, and  others  interested  in  the  subjects  of  taxation  and 
public  finance. 

Sectio.x  3.  The  voting  power  of  the  conference  upon  an  ofticial 
expression  of  its  opinion  is  limited,  with  the  purpose  of  safeguard- 
ing the  conference  from  the  possibility  of  having  its  expression  of 
opinion  influenced  by  any  class  interest,  or  consideration  for  those 
who  devote  their  time  to  the  work  or  management  of  the  association, 
or  favor  for  those  who  contribute  money  to  its  support. 

The  voting  power  in  each  conference  upon  any  question  involving 
an  expression  of  opinion  of  the  conference  on  a  question  of  taxation 
or  public  finance  of  general  public  interest  shall  be  vested  in  the 
delegates  in  attendance  appointed  by  the  governor  or  other  chief 
executive  of  states.  In  voting  upon  such  questions  each  state  shall 
have  one  vote,  and  in  case  of  a  division  of  opinion  among  the  dele- 
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gates  therefrom,  the  vote  shall  be  divided,  so  as  to  give  proportional 
weight,  by  approximate  fractions,  to  the  opinions  of  the  respective 
delegates. 

If  the  result  of  such  vote  shall  not  reflect  substantial  unanimity 
on  the  subject  in  question,  no  publication  thereof  shall  be  made  and 
it  shall  not  be  considered  as  expressive  of  the  opinion  of  the  con- 
ference. Such  unanimity  shall  be  deemed  expressed  by  a  four- 
fifths  vote. 

Voting  by  proxy  shall  not  be  allowed. 

No  member  of  this  association  shall  have  the  right  to  vote  in  any 
annual  conference  solely  by  virtue  of  such  membership. 

Section  4.  One  session  of  each  annual  conference,  or  so  much 
of  it  as  may  be  necessary,  shall  be  devoted  to  the  consideration  of 
the  report  of  the  conference  committee  on  resolutions  and  conclu- 
sions. The  report  of  this  committee,  as  adopted  by  the  conference, 
shall  be  its  official  expression  of  opinion,  and  it  shall  not  be  held 
to  have  endorsed  any  other  expression  of  opinion,  by  whomsoever 
made. 

Xo  resolution  ap])roving  or  opposing  legislation  shall  be  consid- 
ered by  the  conference  unless  it  has  been  discussed  at  a  session  of 
the  conference  at  which  it  is  proposed,  or  has  been  the  subject  of  a 
report  made  thereon  by  some  committee  of  the  conference  or  of  the 
corporation,  or  has  been  the  subject  of  a  resolution  adopted  by  some 
previous  conference. 

Section  5.  The  temporary  and  permanent  chairman,  secretary, 
official  stenographer,  address  of  welcome  and  response  to  the  same, 
meeting  place,  accommodations  for  delegates,  all  necessary  prelimi- 
nary details  for  each  conference,  and  the  program  of  papers  and 
discussions,  shall  be  arranged  for  the  conference  by  the  executive 
committee  of  the  association.  All  other  details  of  the  organization 
and  conduct  of  the  conference  shall  be  arranged  by  the  delegates 
present  in  such  manner  as  they  may  from  time  to  time  decide. 

ARTICLE  III 
Annual  and  Special  ^Meetings  of  the  Association 

Section  1.  The  annual  meeting  of  the  association  shall  be  held 
in  connection  with  the  annual  conference,  at  such  time  as  the  execu- 
tive committee  may  determine.  Sixty  days'  notice  shall  be  given  to 
all  members  of  the  time  and  place  at  which  such  annual  meeting  is 
to  be  held,  by  publication  in  the  official  Bulletin  of  the  association 
or  by  mailing  such  notice  to  each  member. 

Section  2.  Special  meetings  of  the  association  may  be  held  at 
any  time  and  place,  when  called  by  the  executive  committee.  At 
least  thirty  days'  notice  shall  be  given  to  all  members  of  each  special 
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meeting,  by  publication  thereof  in  the  official  Bulletin  of  the  asso- 
ciation or  by  mailing  such  notice  to  each  member,  which  notice  shall 
specify  the  purpose  for  which  the  meeting  is  called,  and  no  business 
shall  be  transacted  at  such  meeting,  other  than  that  specified  in  the 
notice. 

Section  3.  A  majority  of  all  members  present  at  any  annual  or 
special  meeting  of  the  association  shall  constitute  a  quorum  for  the 
transaction  of  business,  but  such  quorum  shall  at  no  time  be  less 
than  fifteen,  and  whenever  the  attendance  of  members  exceeds  one 
hundred,  twenty-five  shall  constitute  a  quorum. 

ARTICLE  IV 
Officers  .\nd  Executive  Committee 

Section  1.  The  affairs  of  the  association  shall  be  administered 
by  a  president,  a  vice-president,  a  secretary,  a  treasurer  and  an 
executive  committee,  consisting  of  the  above  officers  and  the  three 
ex-presidents  who  have  last  held  office,  who  shall  be  members 
ox-officio,  and  nine  elected  members.  The  necessary  number  of  the 
three  last  ex-Presidents  of  the  National  Tax  Association,  an  unin- 
corporated association,  shall  be  members  ex-officio,  so  long  as  neces- 
sary to  make  the  number  in  that  class  three.  The  officers  shall  be 
elected  annually  by  the  members  and.  with  the  exception  of  the 
president,  shall  be  eligible  to  re-election.  They  shall  hold  office  until 
their  successors  are  elected. 

The  elected  members  of  the  executive  committee  shall  be  divided 
into  three  classes  of  equal  number,  each  class  holding  office  for 
three  years  and  until  their  successors  have  been  elected,  provided 
that  at  the  first  election  held  after  the  adoption  of  these  by-law's, 
three  classes  shall  be  established,  of  three  members  each,  to  hold 
office  for  terms  expiring  at  the  time  of  the  first  annual  meeting  of 
the  corporation  for  the  election  of  officers  and  of  the  next  two  suc- 
ceeding annual  meetings  respectively,  and  thereafter  three  members 
shall  be  elected  at  each  annual  election,  for  a  term  of  three  years, 
and  also  such  additional  members,  if  any,  as  may  be  necessary  to  fill 
vacancies,  to  hold  office  during  the  remainder  of  the  terms  of  the 
members  whose  places  they  fill.  No  member  shall  be  eligible  for 
re-election  to  the  committee  to  succeed  himself,  but  this  provision 
shall  not  be  applicable  to  exrofficio  membership  therein. 

Two  persons  residing  in  the  Dominion  of  Canada  may  be  elected 
annually  to  serve  as  honorary  members  of  the  executive  committee. 

A  vacancy  in  any  office  or  in  the  membership  of  the  executive 
committee  may  be  filled  by  the  executive  committee  for  the  unex- 
pired term. 

The   executive   committee   may   appoint   such   other   officers   and 
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agents  as  it  may  deem  appropriate  to  the  purposes  of  the  association, 
to  serve  during  the  pleasure  of  the  committee. 

ARTICLE  \' 
Duties  of  Officers  and  Committees 

Sectiox  1.  The  executive  committee  shall  manage  the  affairs  of 
the  association,  subject  to  the  provisions  of  the  certificate  of  incor- 
poration and  of  these  by-laws.  All  appropriations  of  the  funds  of 
the  association  must  be  authorized  or  approved  by  the  executive 
committee.  Meetings  of  the  executive  committee  shall  be  held  at 
such  times  as  the  committee  may  determine.  At  such  meetings  a 
majority  of  the  committee  shall  constitute  a  quorum. 

The  executive  committee  shall  have  power  to  appoint  standing  or 
special  committees  and  prescribe  their  duties. 

The  executive  committee  shall  have  full  power  and  authority,  in 
the  interval  between  meetings  of  the  association,  to  do  all  acts  and 
perform  all  functions  which  the  association  itself  might  do  or  per- 
form, except  that  it  shall  not  have  power  to  amend  the  certificate 
of  incorporation  or  the  by-law's. 

The  executive  committee  may  authorize  the  president,  or  in  his 
absence  or  inability  to  act,  the  vice-president,  the  secretary  and  the 
treasurer  to  exercise  all  the  powers  and  functions  of  the  committee, 
with  respect  to  matters  and  things  arising  in  the  routine  manage- 
ment of  the  association,  requiring  the  formal  action  of  the  ofiicers, 
during  the  intervals  between  the  meetings  of  the  committee. 

Section  2.  The  president  shall  be  the  chief  executive  officer  of 
the  association  and  shall  preside  at  the  meetings  of  the  association 
and  of  the  executive  committee,  and  shall  perform  such  other  duties 
as  the  executive  committee  shall  prescribe. 

In  case  of  the  absence  or  inability  of  the  president,  the  duties  of 
the  ofiice  shall  be  performed  by  the  vice-president,  and  in  his  ab- 
sence, by  such  member  of  the  executive  committee  as  that  committee 
may  designate  for  the  purpose. 

Section  3.  The  secretary  shall  keep  a  record  of  the  proceedings 
of  all  meetings  of  the  association  and  of  all  other  matters  of  which 
a  record  shall  be  ordered  by  the  association. 

He  shall  issue  notices  of  all  meetings  of  the  association  and  shall 
perform  such  other  duties  as  may  from  time  to  time  be  assigned 
him  by  the  association  or  the  executive  committee. 

Section  4.  The  treasurer  shall  keep  a  complete  roll  of  the  mem- 
bers. He  shall  have  the  care  and  custody  of  all  funds  and  property 
of  the  association  and  shall  deposit  the  funds  of  the  association  in 
such  banks  or  depositories  as  the  executive  committee  shall  desig- 
nate.    He  shall,   under  the  direction  of  the  executive   committee, 
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disburse  all  moneys  and  sign  all  checks  and  orders  for  the  payment 
of  money.  He  shall,  when  authorized  by  the  executive  committee, 
execute  the  papers  necessary  for  the  transfer  of  any  property  or 
securities  of  the  association.  He  shall  perform  all  the  acts  incident 
to  the  position  of  treasurer  and  may,  in  the  discretion  of  the  execu- 
tive committee,  be  required  to  give  an  appropriate  bond,  at  the  ex- 
pense of  the  association. 

His  accounts  shall  be  audited  by  a  committee  of  tlie  association 
or  otherwise,  as  the  association  may  prescribe,  and  he  shall  at  the 
annttal  meeting  make  report  of  the  financial  transactions  of  the  asso- 
ciation for  the  past  year. 

ARTICLE  VI 
Proceedings  and  Pu}5lic.\tioxs 

Section  1.  The  association  shall  provide  for  the  publication  and 
distribution  of  the  proceedings  of  the  annual  conference. 

Section  2.  The  executive  committee  shall  authorize  the  terms  of 
sale  or  of  distribution  of  all  publications  issued  by  the  association. 

ARTICLE  VII 

Construction 

The  word  "  state  "  whenever  used  in  these  by-laws  shall  be 
deemed  tc  comprise  state,  territory,  the  District  of  Columbia,  an 
insular  or  other  possession  of  the  United  States  or  a  place  over 
which  the  United  States  exercises  extra-territorial  jurisdiction,  and 
a  Canadian  province. 

ARTICLE  VIII 

Amendments 

Section  1.  These  by-laws  may  be  amended  at  any  annual  or 
special  meeting  of  the  association  by  a  two-thirds  vote  of  all  mem- 
bers present;  provided,  the  full  text  of  the  proposed  amendment 
shall  have  been  submitted  to  the  members,  either  by  publication  in 
the  Bulletin  of  the  association  or  by  mailing  the  same  to  each 
member  a;  least  thirty  days  prior  to  the  meeting. 


FIRST  SESSION 

Monday.  8 :  00  P.  M.,  October  20,  1930 

Fred  R.  Fairchild,  President  of  the  National  Tax  Association, 
presiding. 

President  Fairchild:  Ladies  and  Gentlemen,  as  President  of 
the  National  Tax  Association  it  is  my  privilege  now  to  call  to 
order  the  Twenty-third  National  Tax  Conference.  For  the  sake 
of  those  who  may  not  fully  understand  the  organization  of  the 
National  Tax  Association  and  its  relation  to  these  annual  confer- 
ences, I  may  perhaps  be  permitted  to  say  that  the  National  Tax 
Association  and  the  National  Tax  Conference  are  two  separate 
entities. 

The  business  of  the  National  Tax  Association  is  to  make  the 
preliminary  arrangement  for  the  holding  of  a  conference  and  to 
call  the  conference  to  order,  and  then  leave  the  conference  to  elect 
its  officers,  adopt  its  rules  of  procedure,  and  conduct  the  program. 

The  first  business  before  the  conference  now  is  the  election  of  a 
chairman  of  the  conference.     Do  I  hear  a  motion  ? 

William  Bailey,  Utah:  IMr.  Chairman.  I  move  you  that  the 
President  of  the  National  Tax  Association  be  made  the  chairman 
of  this  conference. 

(Motion  duly  seconded) 

Mr.  Bailey:  All  in  favor  of  that  motion  say  aye. 

(Ayes  and  noes) 

Mr.  Bailey  :  The  ayes  have  it.  Mr.  Fairchild,  you  are  our 
chairman. 

Chairman  Fairchild:  The  next  thing  in  order  is  the  election 
of  a  secretary  of  the  conference. 

Philip  Zoercher,  Indiana:  I  now  rise  to  nominate  Mr.  Query, 
secretary  of  the  National  Tax  Association,  to  be  the  secretary  of 
the  conference. 

(Nomination  seconded) 

Chairman  Fairchild:  Those  in  favor  of  the  election  of  Mr. 
Query  as  secretary  of  the  conference,  say  aye. 

Chairman  Fairchild:  It  is  a  vote. 

The  conference  needs  certain  rules  of  procedure,  and  it  has  been 
customary  for  the  Association  to  submit  for  the  consideration  of  the 
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conference  a  certain  set  of  rules,  which  have  now,  after  many 
years  of  being  followed  uniformly,  attained  a  considerable  standing 
of  tradition.  I  will  ask  the  secretary  to  read  the  rules  which  were 
followed  by  the  conference  last  year,  and  submit  them  for  your 
consideration. 

Secretary  Query:  "Rules  of  Procedure.  —  The  provisions  of 
the  Constitution  of  the  National  Tax  Association  shall  govern  the 
conduct  od  this  conference  generally,  and  these  rules  of  procedure 
shall  be  considered  supplemental  to,  and  subject  to  interpretation  by 
such  provisions. 

Program  and  Discussion.  —  The  program  as  printed  and  distri- 
buted is  adopted  and  shall  be  followed,  with  such  modifications  as 
may  be  required,  by  reason  of  absences,  vacancies  or  other  causes. 

The  usual  rules  of  parliamentary  procedure  shall  control.  Each 
speaker  shall  be  limited  to  twenty  minutes  for  the  presentation  of  a 
formal  paper.  He  shall  be  warned  two  minutes  before  the  expira- 
tion of  such  period.  The  time  of  such  speaker  may  be  extended  by 
unanimous  consent  of  those  present. 

In  general  discussion  each  speaker  shall  be  limited  to  seven  min- 
utes, and  such  time  shall  not  be  extended.  No  person  shall  speak 
more  than  once  during  the  same  period  of  discussion  until  others 
desiring  to  speak  have  been  given  opportunity  to  do  so. 

Voting  Power. — The  voting  power  in  this  conference,  upon  any 
question  involving  an  official  expression  of  the  opinion  of  the  con- 
ference, shall  be  vested  in  delegates  in  attendance  at  the  time  the 
ballot  is  taken,  appointed  by  the  governor  or  other  appropriate 
executive  officer  of  the  states  and  territories  of  the  United  States, 
the  District  of  Columbia,  and  the  Canadian  Provinces,  not  exceed- 
ing three  votes  for  any  one  state,  territory,  district  or  province; 
persons  actively  identified  with  and  duly  appointed  delegates  by 
universities  and  colleges  or  institutions  for  higher  education  not 
exceeding  one  vote  for  each  institution ;  and  members  of  state 
associations  of  certified  public  accountants,  duly  appointed  dele- 
gates by  such  association,  not  exceeding  one  vote  for  each  such 
association.  No  person  shall  have  more  than  one  vote  by  reason 
of  appoinmtent  from  more  than  one  source. 

Voting  by  proxy  shall  not  be  allowed.  The  voting  shall  be  by 
ayes  and  nays,  unless  a  roll-call  be  demanded  by  at  least  three 
delegates  from  three  different  states.  On  all  questions  other  than 
those  involving  an  official  expression  of  the  opinion  of  the  confer- 
ence, the  voting  shall  be  by  all  in  attendance. 

The  receipt  of  reports  made  to  this  conference  by  committees  of 
the  National  Tax  Association  shall  not  be  considered  as  expressing 
the  opinion  of  the  conference  on  the  subject  treated. 

Committees. — The  following  committees  shall  be  appointed: 
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(a)  A  committee  of  three  on  credentials,  to  be  appointed  by  the 
chairman,  who  shall  designate  the  chairman  of  such  committee. 

(b)  A  committee  on  resolutions,  composed  of  the  chairman,  to 
be  appointed  by  the  chairman  of  the  conference,  and  one  person 
from  each  state,  territory,  district  or  province,  selected  from  among 
the  delegates;  but  in  case  of  the  non-attendance  of  any  such,  any 
person  from  such  locality  may  be  appointed.  The  chairman  of  this 
committee  shall  appoint  its  secretary  and  arrange  for  its  organ- 
ization. 

Resolutions. — All  resolutions  involving  an  expression  of  opinion 
of  the  conference  shall  be  read  to  the  conference  before  submis- 
sion to  the  committee,  and  shall  be  immediately  referred,  without 
debate." 

ChairmaxV  Fairchild:  You  have  heard  the  rules  read;  what  is 
your  pleasure  ? 

Mark  Graves  (New  York;  :  I  move  their  adoption. 

(Motion  duly  seconded) 

Chairman  Fairchild:  Is  there  any  discussion? 

(Call  for  the  question) 

Chairman  Fairchild:  If  not,  those  in  favor  say  aye. 

(Ayes  and  noes) 

Chairman  Fairchild:  It  is  a  vote. 

I  have  now  the  great  pleasure  in  introducing  the  Lieutenant 
Governor  of  Missouri,  Honorable  Edward  H.  Winter. 

Lieutenant  Governor  Edward  H.  Winter,  Missouri :  Mr. 
Chairman,  Governor  Reed,  Ladies  and  Gentlemen:  In  behalf  of 
the  Governor  of  the  state  of  Missouri,  it  gives  me  a  great  deal  of 
pleasure  to  welcome  this  organization  to  the  state  of  Missouri.  We 
think,  of  course,  it  is  one  of  the  great  states  of  the  Union.  It  has 
contributed  largely  to  the  national  welfare.  I  recall  at. this  time 
that  Missouri  has  contributed  to  the  nation  some  of  its  great  leaders. 
I  am  thinking  of  Carl  Schurz,  Thomas  H.  Benton,  in  recent  years 
Speaker  Champ  Clark,  and  still  more  recently  Fighting  Jim  Reed. 

It  is  a  wonderful  thing  for  men  and  women  who  are  similarly 
minded  to  get  together  and  talk  over  their  common  problems. 
I  take  it  that  in  this  gathering  everybody  is  interested  in  the  tax 
problem.  All  of  you  speak  the  tax  language.  It  is  a  wonderfully 
fine  thing  for  people  who  speak  and  understand  the  same  language. 

I  can  recall  an  incident  in  my  career,  a  few  years  ago,  when  that 
was  not  true.  During  the  World's  Fair  in  St.  Louis,  in  1904,  the 
Federal  Govei-nment  sent  me  over  there  to  check  in  the  foreign 
goods  that  were  sent  there  for  exhibition,  to  watch  it  during  the 
fair,  and  check  it  out  again  at  the  close  of  the  fair.     One  of  the 
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cxliiI)itors  whom  I  had  under  my  charge  was  a  then  well  known 
Ciiinese  statesman.  He  did  not  understand  my  language,  nor  did  I 
understand  his.  For  that  reason  it  was  necessary  for  me  to  attend 
to  a  great  deal  of  his  business  while  he  was  an  exhibitor  at  that 
fair.  Toward  the  close  of  the  fair  he  felt  that  it  was  necessary 
for  him  to  show  some  appreciation  of  the  service  which  I  had 
rendered  him.  He  decided  that  he  could  do  that  by  giving  me  a 
dinner,  so  he  invited  my  secretary  and  me  to  a  dinner.  We  won- 
dered just  \('hat  it  would  be.  whether  we  would  be  obliged  to  eat  it 
with  chop-sticks,  or  just  how  we  would  fare,  but  much  to  our  sur- 
prise, when  we  arrived  at  the  home  of  our  host  we  found  an 
elegantly  prepared  American  meal.  There  were  the  usual  cock- 
tails— most  of  them  fruit  cocktails — and  then  came  the  meat  course, 
and  we  thought  it  was  an  exceptionally  sweet  and  delicious  meat 
course,  and  we  discussed  just  what  kind  of  meat  we  were  eating. 
I  insisted  it  was  duck,  and  my  secretary  was  just  as  insistent  that 
it  was  goose.  We  could  not  converse  with  our  host,  but  I  finally 
liit  upon  this  plan  of  determining  the  question.  I  reached  over, 
touched  my  host  on  the  shoulder,  pointed  down  to  the  meat 
platter,  and  I  said,  "  quack,  quack."  I  thought  he  could  under- 
stand that  language.  Apparently  he  did.  After  a  moment  or  two 
he  rubbed  his  hand  over  his  forehead,  and  then  he  lifted  both 
hands  and  said,  "  Aw,  no,  no,  no ;  bow  wow." 

I  take  it,  of  course,  that  in  this  gathering  everybody  wall  want 
to  speak  the  language  of  the  tax  problem,  and  it  is  well  that  we  do. 

I  am  reminded  this  evening  that  this  is  a  rapidly  changing  world. 
Social  and  economic  conditions  are  changing  very  rapidly.  I  am 
of  the  opinion  that  generally  government  is  keeping  pace  with  the 
changing  conditions,  at  least  so  far  as  Missouri  is  concerned — 
probably  progressive  Kansas  keeps  up  with  its  tax  problems — but 
only  in  one  instance  generally  is  government  not  keeping  pace  with 
the  times,  and  that  is  the  matter  of  the  fair  and  correct  solution 
of  the  tax  problem. 

Just  at  the  present  time  our  own  state  is  making  an  extensive 
study  of  its  major  problems.  We  find  in  Missouri  that  we  have 
some  tremendous  problems  in  dealing  with  our  eleemosynary  insti- 
tutions. We  have  some  great  problems  in  dealing  with  the  penal 
institutions.  The  matter  of  educating  the  boys  and  girls  of  our 
state  is  a  tremendous  problem.  And  yet  we  find  that  if  the  tax 
problem  could  be  fairly  and  equitably  solved  all  of  the  other  prob- 
lems of  government  would  very  largely  solve  themselves.  There- 
fore I  take  a  great  deal  of  pleasure  in  speaking  for  the  Governor 
of  the  State  in  welcoming  this  organization  to  Missouri  for  the 
study  of  one  of  the  great  problems  of  government. 

We  find  in  this  state  our  tax  system  is  not  just  exactly  right. 
It  is  not  like  the  old  colored  man  over  in  the  capitol  of  the  state 
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when  he  went  over  the  other  day  to  draw  his  warrant  for  his 
services  as  janitor  in  the  State  House.  I  came  along  just  after 
him,  and  drew  my  warrant.  We  went  over  to  the  State  Treasurer 
to  cash  our  warrants.  When  he  pushed  his  voucher  through  the 
window,  the  teller  counted  out  20,  40,  60,  70,  75  dollars.  The  old 
uncle  said,  "  No,  sir,  no  sir,  boss,  you  cannot  give  me  that  kind  of 
money."  "  Why,"  the  teller  said,  "'  this  is  perfectly  good  money." 
He  said,  "  Yes,  yes,  boss,  I  know  that,  but  I  wants  my  money  in 
one-dollar  bills."  And  so  the  teller  took  his  currency  back  and  he 
counted  out  seventy-five  one-dollar  bills.  And  then  the  old  uncle 
took  them  up  and  began  to  count  them  out  very  slowly.  The 
teller  reminded  him  of  the  fact  that  another  state  employee  was  just 
back  of  him,  with  a  state  warrant,  and  wanted  some  service  and 
the  old  uncle  insisted  that  he  was  going  to  count  his  money,  so  as 
to  make  sure  that  it  was  absolutely  right.  He  counted  through  from 
one  to  seventy-five,  and  when  he  had  finished  the  teller  said,  "  Well, 
uncle,  it  is  all  right,  isn't  it?"  He  said,  "Yes.  yes,  boss,  it's  all 
right,  but  it  jes'  is,  and  no  more." 

One  of  the  problems  that  we  find  in  our  state  that  is  not  exactly 
right  is  the  tax  problem,  and  we  feel  that  if  this  problem  could 
once  be  fairly  and  equitably  solved,  it  would  solve  all  of  the  other 
problems  of  the  state.  And,  I  am  welcoming  you,  welcoming  this 
organization,  to  the  great  state  of  Missouri,  and  I  would  remind 
you  of  the  fact  that  the  solution  of  this  problem  must  be  fair,  and 
it  must  be  just.  I  have  always  held  that  all  citizens  ought  to  bear 
some  of  the  burdens  of  government.  That  situation  is  not  true  at 
the  present  time  in  our  state.  I  think  that  a  man  who  contributes 
something  toward  the  maintenance  of  his  government  thinks  just  a 
little  bit  more  of  that  government  than  he  would  think  of  it  did  he 
not  contribute  anything  to  it.  So  I  trust  that  out  of  this  conference 
will  come  some  ideas  that  will  help  to  solve  the  ever-troublesome 
tax  problem  in  this  state  and  in  all  of  the  other  commonwealths  of 
the  nation. 

I  want  you  to  know  that  while  you  are  guests  of  the  com- 
monwealth of  Missouri  we  are  turning  the  state  over  to  you.  I 
rather  suspect  that  there  is  a  representative  of  the  city  here. 
I  think  he  is  going  to  guarantee  you  immunity  from  their  gangsters 
over  here,  li  you  should  happen  to  find  yourselves  in  some  difii- 
culties  coming  under  the  law,  I  would  have  you  know  that  once  in 
a  while  the  governor  leaves  the  state.  He  is  leaving  it  today,  I 
understand,  and  you  have  only  to  notify  me  by  telegraph  or  tele- 
phone that  you  are  having  some  difficulty  in  Kansas  City,  where 
most  of  the  people  are  peaceable  and  honorable  and  constructive, 
and  I  will  issue  a  parole  to  you  if  you  will  only  advise  me  that  you 
are  members  of  this  conference.  I  had  thought  a  little  while  ago, 
Mr.  Chairman,  it  might  be  well  to  sign  some  blank  paroles  and  let 
the  conference  use  them  as  it  mav  see  fit. 
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But,  we  are  happy  to  have  you  here ;  we  are  proud  to  have  you 
as  guests  of  the  state  and  as  guests  of  one  of  the  great  cities  of  the 
state  and  nation.  We  want  you  to  have  a  happy  time,  we  want 
you  to  have  a  profitable  time,  and  I  am  sure  that  Kansas  City  will 
do  everything  possible  to  make  your  visit  here  a  pleasant  one  and 
a  profitable  one.  To  that  end  the  state  government  also  is  very 
greatly  interested.  I  want  to  bid  you  a  most  hearty  welcome  to  the 
state  of  Missouri.  We  want  you  to  stay  as  long  as  you  like.  We 
trust  that  yotir  visit  here  eventually  may  bring  some  of  these  ladies 
and  gentlemen  to  the  state  of  Missouri  as  residents  of  one  of  the 
great  commonwealths  of  the  Union. 

CnAiRM.\x  Fairchild:  Thank  you.  Governor  Winter,  for  your 
courteous  welcome. 

Now,  friends,  you  are  no  doubt  aware  of  the  sudden  illness  which 
has  only  two  days  ago  stricken  Mayor  Smith  of  Kansas  City.  I  am 
sure  that  you  will  all  be  glad  to  learn  that  the  latest  reports  this 
evening  are  that  he  is  doing  unusually  well  and  is  apparently  on 
the  road  to  rapid  recovery. 

In  his  behalf  the  welcome  from  Kansas  City  will  be  extended  to 
us  by  city  counsellor,  Honorable  George  H.  Kingsley.  I  have  now 
great  pleasure  in  introducing  Mr.  Kingsley. 

George  H.  Kingsley  (Missouri)  :  Mr.  Chairman,  I  want  to  say 
to  the  delegates,  in  the  first  place,  that  they  do  not  need  any  parole. 
I  am  City  Counsellor.  It  is  under  my  auspices  that  all  warrants 
are  issued  in  Kansas  City;  so  just  come  around  and  see  me  if  you 
get  in  any  trouble. 

In  the  absence  of  our  mayor,  Mr.  Bryce  B.  Smith,  it  becomes  my 
very  pleasant  duty  to  welcome  you  in  his  behalf  and  in  behalf  of 
the  city  to  Kansas  City.  We  are  mighty  glad  to  have  you  here. 
We  want  you  to  have  a  good  time.  Enjoy  yourselves  while  you  are 
here ;  and  we  hope  you  will  like  our  city.  We  think  we  have  one 
of  the  most  beautiful  cities  in  America,  with  our  fine  boulevards, 
parks  and  splendid  homes.  We  think  we  have  one  of  the  finest 
places  in  the  world  to  live  in,  with  our  churches  and  our  fine 
schools  and  our  broad  and  generous  hospitality,  and  we  know  that 
we  have  one  of  America's  future  great  cities. 

We  are  convinced  that  our  city  will  very  shortly  begin  a  rapid 
growth  which  will  make  it  one  of  the  great  centers  of  population 
in  this  country.  We  are  proud  of  our  city,  and  we  are  proud  to 
welcome  an  organization  like  the  National  Tax  Association.  We 
are  mighty  proud  to  have  such  an  organization  meet  here  in  Kansas 
City.  Any  body  of  men  that  will  give  its  time  and  its  energy  and 
its  efforts  to  the  study  of  a  subject  as  dry  and  as  difficult  and  yet  as 
important  as  taxation  deserves  a  cordial  welcome  from  any  com- 
munitv. 
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Taxes  are  something  that  everybody  is  interested  in  and  nobody 
knows  anything  about,  except  those  Hke  yourselves,  who  make  a 
special  study  of  the  subject. 

I  was  interested  in  reading  your  program  —  and  by  the  way  I 
know  you  have  a  long  program  and  lots  of  work  before  you,  and 
you  do  not  want  very  much  of  a  speech  from  me — I  was  interested 
in  a  quotation  from  my  old  friend  Adam  Smith.  Of  course,  it  has 
been  a  long  time  since  I  read  anything  of  his,  but  I  used  to  study 
Adam  Smith  in  college,  and  I  see  he  says  the  important  thing  about 
taxes  is  to  have  them  certain.  I  think  the  trouble  right  now,  when 
we  are  paying  taxes,  is  that  they  are  too  doggone  certain.  But, 
Adam  Smith,  you  know,  held  to  the  doctrine  of  laisscc  fairc,  let 
alone  in  industry  and  in  business. 

Now.  we  have  traveled  a  long  road  in  the  last  one  hundred  and 
fifty  years,  since  Adam  Smith's  day.  Today,  government  with  not 
only  its  hands  on  everybody's  pocket,  not  overlooking  the  hip 
pocket,  but  with  its  finger  in  everybody's  business,  it  may  be  a 
question  whether  one  solution  of  our  tax  problem  may  not  lie  there; 
but,  of  course,  it  is  not  for  me  to  discuss  the  wisdom  or  unwisdom 
of  government  interference  and  regulation  of  private  business. 
That  is  a  matter  for  discussion,  a  matter  that  takes  time  and  de- 
liberation. 

But  I  say  again,  we  are  mighty  glad  to  have  you  here,  and  if  you 
do  not  do  anything  more  than  show  the  ordinary  citizen  how  he  can 
make  out  an  income-tax  return,  you  will  have  done  a  whole  lot  by 
meeting  here  in  Kansas  City. 

Chairman  Fairchild:  Thank  you,  ^Ir.  Kingsley.  To  respond 
to  these  courteous  addresses  of  welcome,  I  have  the  great  honor  of 
now  introducing  Governor  Clyde  M.  Reed  of  Kansas. 

Governor  Clyde  M.  Reed  (Kansas)  :  Mr.  Chairman,  and  dis- 
tinguished guests  on  the  platform,  and  those  working  men  and 
\vomen  from  over  the  United  States  who  have  come  here  to  talk 
about  that  thing  which  is  their  work  at  home,  the  question  of  ad- 
ministering a  taxation  system.  I  noticed  Governor  Winter,  when 
he  came  to  tell  what  a  great  state  Missouri  was,  the  first  time  he 
mentioned  it,  he  sort  of  hesitated.  It  just  occurred  to  me  that 
whether  Missouri  was  a  great  state  or  not.  it  laid  close  to  or  against 
a  really  great  state.  I  think  that  gave  the  Governor  pause  for  just 
a  moment.  And  then  he  went  on  to  tell  about  Missouri's  great  men. 
They  are  something  like  Missouri's  great  cities.  He  mentioned 
Jim  Reed,  and  others.  You  know  Jim  Reed,  as  well  as  the  distin- 
guished City  Counsellor  of  Kansas  City,  came  here  from  repub- 
lican states,  that  may  have  gone  democratic  after  they  got  here. 
If  you  cannot  tell  for  sure  about  that,  you  know  Missouri  is  in  a 
peculiar  situation ;  it  has  two  great  cities  on  its  borders.     The  size 
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and  importance  and  business  of  St.  Louis  comes  from  Illinois, 
western  Kentucky  and  Arkansas;  and  Kansas  City  lives  on  Kansas. 
I  don't  know  what  Missouri  would  do  if  it  had  a  city  of  its  own 
that  it  had  to  support.  I  could  not  say  how  big  a  city  it  would  be, 
nor  how  great  a  state  it  would  show  up  under  those  circumstances ; 
but  as  long  as  it  has  Kansas  to  live  on,  and  Arkansas,  the  cities  of 
Missouri  have  done  first  rate — thank  you.  You  know  we  in  Kansas 
are  just  across  the  line.  I  have  a  shorter  solution  of  this  possible 
fixing  problem,  with  respect  to  what  might  happen  to  vou.  The 
state  line  of  Kansas  is  only  two  miles  across  here,  and  I  will  give 
you  my  telephone  number,  Mr.  President. 

You  know,  taxation  is  an  awfully  dry  subject.  That  is  the  reason 
you  are  meeting  in  Kansas  City.  I  am  in  some  doubt  as  to  whether 
or  not  you  could  meet  in  St.  Louis  with  that  kind  of  subject. 

My  friends,  seriously,  I  am  not  going  to  try  to  carry  coals  to 
New  Castle  by  discussing  with  this  body  any  new  ideas  on  taxation. 
I  am  such  a  novice  in  matters  of  that  kind,  and  you  are  so  expert 
upon  such  matters,  that  it  would  be  very  presumptuous  of  me, 
indeed,  to  do  a  thing  like  that.  I  do  believe  that  you  have  as  in- 
teresting, worthwhile,  and  perhaps,  it  seems  at  times,  hopeless,  jobs 
as  there  are  in  government. 

Taxes,  you  know,  are  something  like  the  weather.  Everybody 
talks  about  them  but  nobody  does  anything  about  them.  And  that 
brings  me  back  to  a  remark  that  Governor  Winter  made  about  the 
citizen  who  thought  more  of  his  state  because  he  paid  some  taxes 
to  it.  I  wonder  if  he  has  ever  been  around  the  county  treasurer's 
office  at  tax-paying  time  and  heard  the  remarks  that  were  made  by 
the  taxpayers.  I  am  not  quite  so  certain  that  taxation  deepens  or 
inculcates  a  love  for  the  state.  But  yet  it  is  a  necessary  sort  of 
thing.  As  I  said,  taxes  are  like  the  weather ;  everybody  talks  about 
it  but  nobody  does  anything  about  it.  I  wonder  what  you  would 
do  if  you  could.  Primarily  you  are  administrative  officers,  and  the 
laws  which  govern  taxation  in  your  state  and  in  every  state  are 
enacted  by  the  legislature,  under  the  constitution,  and  yet  if  some 
day  this  body,  which  is  the  most  representative  body  of  its  kind 
that  gathers  together  in  this  great  nation  of  ours,  should  resolve 
itself  into  a  mock  legislature  and  undertake  to  adopt  a  model — 
I  would  not  say  an  ideal  tax  system — I  wonder  if  you  would  be 
able  to  agree  among  yourselves;  and  if  you  did  that  sort  of  thing, 
what  kind  of  a  tax  system  w'ould  we  have.  That  to  me  would  be 
a  most  interesting  thing,  Mr.  President,  and  a  session  that  would 
be  well  worth  coming  a  long  distance  to  attend. 

Only  in  recent  years  have  I  given  much  thought  to  the  tax  ques- 
tion, and  the  further  into  it  I  have  gone,  the  less  certain  I  am 
about  any  opinion  that  I  previously  entertained,  or  any  one  that  I 
have  now.     The  best  that  I  could  do,  as  Governor  of  the  State — 
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and  we  have  talked  taxes  in  Kansas  in  the  last  two  or  three  years 
more  than  any  other  single  thing — is  to  sit  still  and  try  to  look 
semi-human  in  intelligence  while  you  folks  are  talking  over  the 
taxation  question. 

Take  Missouri,  for  example;  in  15  years  our  taxes  have  in- 
creased 200  per  cent.  The  taxes  collected  in  Kansas  today  are  300 
per  cent  more  than  they  were  15  years  ago.  and  in  that  I  do  not 
include  the  federal  taxes  collected  through  the  internal  revenue 
collector,  nor  the  gasoline  tax  collected  for  road  purposes.  If  you 
include  them,  the  taxes  today  are  400  per  cent  more  than  they 
were  15  years  ago,  substantially,  and  in  that  time  the  wealth  of  my 
state  has  increased  40  per  cent.  That  is  why  the  tax  problem 
presses  heavily  upon  the  nation  as  a  whole  and  upon  many  states, 
particularly  the  agricultural  states,  with  a  special  hardship.  The 
wealth  of  the  nation  as  a  whole  has  increased  80  per  cent  in  the 
last  18  years,  and  in  that  time  the  taxes  have  more  than  tripled; 
and  in  the  agricultural  states  where  the  rate  of  increase  in  wealth 
has  been  only  about  half  of  the  average  for  the  country  as  a  whole, 
taxes  have  increased  just  as  much  relatively  as  in  those  industrial 
states  that  have  shown  the  great  increase  of  wealth.  That  is  why 
out  here  in  these  states  we  call  the  agricultural  states,  and  that  do 
represent  the  highest  development  of  the  oldest  industry  in  the 
world,  taxation  bears  with  such  tremendous  force  upon  citizens 
and  upon  property,  because  they  have  spent  money  just  as  rapidly 
as  anybody  else.  We  voted  bonds  just  as  freely  for  school  build- 
ings and  community  buildings  and  paved  streets,  and  all  of  those 
things  that  go  into  this  thing  that  we  call  the  standard  of  living, 
which  is  just  as  significant  and  just  as  pronounced  in  its  advance 
for  government  as  it  has  been  for  the  individual;  and  you  cannot 
increase  your  taxes  400  per  cent  on  an  increase  in  wealth  of  40 
per  cent  without  feeling  some  special  form  of  hardship.  We  feel 
that  especially  in  Kansas.  I  thank  Governor  Winter  for  what  he 
said  about  Kansas  being  a  progressive  state.  I  sometimes  think  it 
is,  and  then  when  I  get  to  thinking  about  taxes  I  know  it  is  not, 
and  that  we  are  as  backward  a  state  in  our  taxation  system  as  it  is 
possible  to  find  in  the  United  States.  We  are  the  most  conserva- 
tive, hard-shell  state  when  it  comes  to  modernizing  and  revising 
our  taxation  methods  and  plans  and  policies  that  you  could  find 
anywhere. 

We  still  have  that  uniform  and  equal  clause  in  our  constitution. 
and  we  cannot  get  it  out. 

I  do  not  think  I  need  to  say  anything  further  to  this  body  to 
show  how  backward  Kansas  is  in  the  matter  of  taxation.  We  in 
Kansas  have  clung,  as  some  of  the  other  states  have  done,  to  that 
old  theory  of  the  general  property  tax.  Our  people  have  been  the 
slowest  to  depart  from  that.     But.  in  this  period  that  I  have  men- 
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tioned  there  have  come  more  rapid  and  far-reaching  economic 
changes  than  in  any  other  previous  one  hundred  years  of  our  his- 
tory. We  have  had  not  only  the  automobile,  which  required  roads, 
but  we  have  had  the  telephone  and  radio  and  all  of  these  modern 
improvements.  We  have  had  the  most  swiftly  advancing  changes 
or  developments  of  our  civilization,  and  yet  we  have  had  these 
great  far-reaching  financial  organizations  developed  that  have 
created  new  forms  of  property,  in  some  cases  far  exceeding  the 
value  of  pfoperty  of  the  old  kind;  and  yet  we  lay  the  burden  of 
taxation  upon  these  forms  of  property  that  are  still  in  sight  and 
cannot  escape;  and  we  in  Kansas  are  among  the  worst  offenders 
among  all  the  states  in  clinging  to  that  old  system. 

You  know  that  the  general  property  tax,  as  we  administer  it,  is  a 
crime  against  the  man  who  owns  property,  the  property  and  every- 
body else.  We  made  a  little  progress  in  Kansas.  Kansas  is  talking 
about  taxes  now,  I  would  be  tempted  to  say,  intelligently,  but  I 
would  not  want  to  go  that  far.  The  most  I  would  care  to  say  now 
is  that  it  is  talking  about  taxes,  and  tliat  here  and  there  are  some 
who  show  signs  of  having  an  intelligent  understanding  of  this 
problem  that  we  call  taxation,  that  now  occupies  so  much  of  our 
attention. 

Our  last  legislature  submitted  an  amendment  to  our  constitution 
for  a  graduated  income  tax.  and  there  are  a  number  of  us  who 
have  put  up  sort  of  an  organization,  backed  by  a  little  money  which 
we  put  up  ourselves,  to  see  if  we  could  not  get  the  amendment 
over ;  and  I  have  quite  reasonable  hopes  for  it  at  the  election  two 
weeks  from  tomorrow — just  reasonable. 

You  know  we  are  one  of  the  states  that  tried  the  intangible  tax 
law,  under  which  the  banks  would  not  have  to  pay  any  taxes. 
I  would  think  working  with  taxes  would  take  all  the  hopefulness 
out  of  us.  but  over  in  Kansas  our  tax  attorneys  were  hopeful 
of  reaching  an  agreement  with  the  attorneys  of  the  Bankers' 
Association.  Being  a  newspaper  man,  like  Governor  Winter,  and 
having  grown  up  in  a  newspaper  office,  I  get  a  little  bit  skeptical 
at  times,  and  I  told  them  I  believed  that  could  not  be  done.  But, 
I  do  compliment  Mr.  Cooke  upon  the  ownership  by  the  American 
Bankers'  Association  of  two  committees  of  Congress,  the  bankers' 
committee  of  both  the  Senate  and  House.  I  went  down  to  Wash- 
ington, as  Governor  of  the  State,  to  take  a  first-hand  look  at  that 
congressional  situation,  to  see  whether  or  not  it  was  possible  to  get 
an  amendment  to  Section  5219,  of  which  you  may  have  heard,  and 
after  discussing  the  matter  with  both  the  Senate  and  House  com- 
mittees on  banking  and  currency,  I  came  home  and  called  a  special 
session  of  the  legislature,  and  we  have  repealed  the  intangible  tax 
law.  That  is  how  much  faith  I  had  in  being  able  to  get  a  real 
modification  of  Section  5219  by  Congress. 
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Congress  is  a  great  body  that  occasionally  does  something  that  it 
ought  to  do,  but  up  to  this  time  the  spirit  of  modifying  Section 
5219,  so  as  to  take  the  hand  of  the  Federal  Government  off  the 
state's  in  a  place  where  it  should  never  have  been  put,  has  not  got 
far  enough  in  Congress  to  really  amount  to  anything. 

The  government  of  the  United  States  has  no  business  saying  to  a 
state  how  it  should  tax  national  banks  further  than  to  say  that  you 
cannot  tax  national  banks  at  a  higher  rate  or  at  a  different  rate 
than  you  tax  similar  institutions  created  by  the  state.  That  is  a 
simple  elementary  proposition.  And,  it  is  a  singular  thing  indeed 
that  men,  citizens  of  a  state,  whether  it  be  Kansas  or  Pennsylvania 
or  Xorth  Carolina,  coming  out  of  a  state  and  imbued  with  state 
ideas,  go  to  Washington,  live  in  that  atmosphere  for  a  few  years, 
and  then  all  of  a  sudden  become  national  citizens  and  forget  that 
the  state  has  just  as  much  right  to  their  allegiance  as  does  the 
national  government;  and  upon  this  question  of  national  banks  they 
are  no  more  a  national  institution,  except  so  far  as  their  charter  is 
concerned,  than  a  state  bank  or  a  state  trust  company.  They  are 
formed  by  local  people,  with  local  money,  doing  business  in  the 
locality.  They  are  just  as  much  a  part  of  the  state,  except  for  their 
charter,  as  any  state  bank  or  state  institution  that  exists  anywhere 
in  any  of  the  forty-eight  states  of  this  country;  and  for  the  Con- 
gress of  the  United  States  to  say  that  a  state  cannot  tax  a  national 
bank  because  it  holds  a  charter  from  the  national  government,  on 
the  same  basis  that  it  taxes  its  own  institutions,  is  to  me  almost 
unpatriotic ;  and  I  don't  think  the  American  Bankers'  Association 
ought  to  be  proud  of  its  ownership  of  Congress  in  that  respect. 

I  feel  fairly  strongly  upon  that  subject,  because  a  number  of  the 
states,  including  Kansas,  made  an  earnest  effort — I  am  not  sure  that 
it  was  a  wise  effort — but  we  made  an  earnest  effort  to  handle  this 
part  of  the  taxation  scheme  through  what  we  call  the  intangible  tax 
system.  It  was  the  self-consciousness  of  the  national  banks  in 
Kansas  that  defeated  the  experiment  that  we  were  making  with  the 
intangible  tax  law.  If  the  American  Bankers'  Association  wants 
to  be  patriotic,  if  it  wants  to  do  its  duty  to  the  country,  it  ought  to 
be  willing  to  submit  to  fair  tax  legislation,  and  to  let  go  its  grip, 
of  which  it  boasts,  upon  the  committees  of  Congress  that  deal  with 
this  subject.  That  is  a  shameful  condition,  one  that  Congress 
should  resent,  and  the  American  Bankers'  Association  ought  not  be 
a  party  to. 

In  getting  along  with  our  taxing  question  in  Kansas  we  ap- 
pointed a  tax  code  commission,  not  a  new  or  novel  thing  at  all. 
I  think  you  will  meet  all  the  members  of  that  commission  here. 
I  urged  each  member  of  that  commission  that  did  work  for  a  year 
and  more,  and  very  earnest  study,  to  come  down  to  this  meeting. 
I  am  going  to  read  you  just  a  few  of  their  statements  and  conclu- 
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sions,  not  because  they  are  novel  but  because  in  a  sense  it  is  a 
summing-up  of  the  taxation  problem,  whether  it  be  in  Kansas  or 
some  other  place. 

■'  Kansas  is  not  so  different  from  other  states  in  having  a 
tax  problem  of  such  growing  seriousness  that  it  is  now  widely 
regarded  as  a  major  problem  of  the  state. 

■■  We  find  other  states  perplexed  by  difficulties  similar  to  or 
identical  with  our  own,  in  providing  funds  to  carry  on  the 
increasii^gly  complex  functions  of  government  without  seri- 
ously burdening  the  citizen,  hampering  his  activities  and 
taking  from  him  the  fruits  of  his  enterprise  and  labor. 

"  This  is  the  tax  problem.  The  background  and  the  causes 
of  the  growing  unrest  over  rising  taxation  require  a  brief 
statement. 

"The  World  War  cannot  be  overlooked  as  an  element  in  cost 

of  government,  in  the  debt  incurred,  the  unsettling  of  prices. 

costs  and  values,  and  the  disturbance  for  a  number  of  years  of 

the  economic  balance.     This  factor  is  gradually  diminishing  in 

importance   and   in   a    few   years   will   have   largely   spent    its 

force." 

I  wish  to  interpolate,  however,  that  the  habit  of  voting  bonds. 

which  was  encouraged  by  war  conditions,  will  not  have  spent  its 

force  in  the  next  few  years.    We  have  the  habit ;  also  we  have  the 

bonds  to  pay,  with  interest.     Now  to  continue  with  some   further 

observations  from  the  code  commission's  report. 

■■  But,  the  tax  problem  antedates  the  war,  which  only  aggra- 
vated its  normal  effects.  Rising  taxes  have  been  a  matter  of 
concern  for  many  years,  and  the  causes  are  to  be  looked  for  in 
the  normal  development  of  industrial  economic  and  social  life. 
'■  It  is  the  boast  of  the  American  people  that  its  economic 
progress  during  the  last  generation  is  unparalleled  by  any  other 
time  and  any  other  people.  This  economic  evaluation,  which 
has  created  in  many  aspects  a  new  world,  is  directly  related  to 
taxation  in  two  ways : 

■'  (1)  A  vast  increase,  relatively,  in  the  number  of  wage- 
earning  and  salaried  persons  in  contrast  with  former  inde- 
pendent individual  small  capitalists. 

"  (2)  An  equally  amazing  corresponding  of  forms  of  repre- 
sentative wealth  known  as  intangibles,  which  are  not  yet  effec- 
tively taxed,  relatively  to  the  increase  in  the  value  of  tangibles, 
such  as  land,  buildings  and  simpler  forms  of  wealth  on  which 
state  and  local  tax  systems  have  hitherto  been  based,  and  to 
which  they  have  looked  for  the  support  of  government. 

'■  The  deep  and  growing  complaint  of  high  taxes  is  largely 
due  to  the  fact  that  the  tax  base  has  not  been  extended  cor- 
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respondingly  with  the  economic  development  mentioned.  The 
same  persons,  the  same  property,  bear  the  weight  of  the  new 
taxes  called  for  by  the  larger  functions  of  government  due  to 
the  great  development  of  the  new  economic  structure.  More- 
over, the  larger  demands  for  the  state,  and  for  all  the  sub- 
divisions, makes  inefficient  administration  of  tax  laws  intol- 
erable. 

"  Services  rendered  by  government  have  necessarily  been 
greatly  extended  in  recent  years,  and  those  groups  have  bene- 
fited in  common  with  others,  yet  are  not  so  situated  that  the 
tax  system  calls  upon  them  for  sharing  public  costs." 

Services  rendered  by  the  government  have  been  greatly  broad- 
ened in  their  scope.  That  has  required  more  money.  The  govern- 
ment has  but  one  source  of  revenue,  and  that  is  taxation. 

From  the  bottom  of  my  heart,  with  all  of  the  earnestness  at  my 
command,  I  say  that  you  gentlemen  are  struggling  with  the  most 
important  single  problem  in  American  life,  and  that  is  the  question 
of  taxation,  the  question  of  raising  the  money,  of  devising  ways 
and  means  to  raise  the  money  necessary  for  these  governmental 
activities,  measured  as  nearly  as  can  be  by  that  final  acid  test  of  the 
justness  of  a  tax,  the  ability  of  property  and  persons  to  pay.  There 
is  no  more  important  duty  that  confronts  the  government  than 
apportioning  out  this  burden  of  its  cost,  not  on  a  voluntary  basis 
of  contribution  by  citizenship  but  upon  a  forced  basis.  There  is  no 
greater  duty  concerning  the  government  than  to  make  these  forced 
contributions  lie  as  equitably  as  may  be,  and  to  distribute  the 
burden  as  fairly  as  may  be,  between  classes  of  citizens  and  classes 
of  property,  in  proportion  to  their  ability  to  pay.  The  rapid  growth 
of  taxes  has  greatly  disturbed  the  whole  situation.  It  needs  to  be 
readjusted  and  realized;  and  out  of  the  deliberations  here,  and  those 
that  are  to  come  in  the  years  that  follow  this,  I  earnestly  hope  that 
there  may  be  worked  out,  not  a  perfect  system  of  taxation — there 
is  no  such  thing  as  that — but  the  nearest  approach  to  a  fair  and 
equitable  system  that  the  human  mind  is  capable  of  forming;  that 
you  gentlemen,  with  the  earnestness  at  your  command  and  out  of 
your  ability  and  experience  may  make  this  contribution  to  the  wel- 
fare of  your  states  and  to  the  country.  There  is  no  higher  duty 
that  anybody  in  public  office  and  public  service  may  render.  Thank 
you  very  much. 

Chairman  Fairchild:  One  time  in  the  history  of  this  associa- 
tion its  name  was,  as  perhaps  some  of  you  recall,  the  International 
Tax  Association,  and  although  our  name  was  long  since  changed, 
our  membership  and  interest  and  influence  still  extends  to  our 
neighbor  across  the  northern  boundary.  It  seems  fitting,  therefore, 
that  the  cordial   welcome  of  Governor  Winter  and   Mr.   Kingsley 
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should  elicit  some  response  from  someone  representing  the  great 
Dominion  of  Canada.  All  of  you  know  well  our  honorary  member, 
Mr.  J.  T.  White,  of  Toronto.  You  will  be  glad  to  know  that  he 
lias  ])romised  me  to  say  a  few  words  at  this  time.  Mr.  White  is 
of  a  modest  and  retiring  nature,  and  when  I  assembled  the  speakers 
to  come  on  the  platform  1  was  unable  to  find  him,  but  I  hope  that 
he  is  somewhere  in  our  midst  now  and  will  now  come  forward — 
Mr.  j.  T.  Wlaite. 

J.  T.  White  (Province  of  Ontario)  :  Mr.  Chairman,  Your  Ex- 
cellencies, Counsellor,  and  Ladies  and  Gentlemen :  I  can  hardly 
express  my  feelings  of  gratitude  to  the  chairman  for  giving  me  the 
opportunity  of  replying  on  behalf  of  our  small  body  of  representa- 
tives to  this  conference  from  the  Dominion  of  Canada.  We  do  not 
feel  that  we  are  strangers  in  this  gathering,  or  in  this  country,  nor 
even  in  this  state,  sir,  and  I  must  hasten  to  assure  His  Excellency 
that  certain  of  his  remarks,  I  am  sure,  were  not  intended  for  the 
representatives  from  Canada,  but  I  assure  His  Excellency  that  we 
do  not  anticipate  requiring  his  services  along  the  line  indicated  in 
the  way  of  parole. 

We  are,  however,  greatly  interested  in  attending  these  confer- 
ences, and  knowing  that  we  can  gain  some  useful  information. 
Our  problems,  as  some  of  you  know,  are  much  the  same  as  your 
problems  here,  because  we  have  followed,  in  many  respects,  lines  of 
development  that  w^re  followed  by  the  United  States. 

Our  country  was  settled  by  the  early  pioneers  who  had  to  clear 
the  land,  and  build  up  gradually  a  position  of  comfort,  and  those 
who  did  not  enjoy  the  position  of  comfort  kept  pushing  on  into  the 
frontiers  and  extending  the  frontiers,  pushing  forward,  and  that  is 
why  you  people  got  out  here  into  jMissouri  and  Kansas,  because  of 
the  pioneering  spirit;  and  we  have  followed  the  same  line  of  de- 
velopment in  Canada.  I  must  admit,  though,  that  you  probably 
have  gone  one  step  farther  than  we  have  in  that  direction.  We 
are  still  pushing  northward  but  we  have  not  extended  out  into  the 
ocean  to  any  great  extent  as  yet.  You  have  gone  out  sixteen  miles 
whereas  the  boundary  formerly  was,  I  think,  three  miles.  Never- 
theless, we  are  following  along  that  line  and  we  may  eventually 
find  it  necessary  to  extend  our  boundaries  out  into  the  oceans  to 
the  east  and  west  and  north. 

We  have  followed  your  example  in  a  great  many  matters.  One 
of  them  I  might  mention  is  the  matter  of  protective  tariff;  and, 
judging  from  the  campaign  we  had  a  short  time  ago  in  Canada,  we 
have  not  yet  reached  the  limit  of  what  we  are  going  to  do  in  the 
way  of  protection — not  by  a  long  shot.  I  do  not  want  to  give  you 
any  unpleasant  news  but  I  would  not  be  surprised  if  your  sales  of 
one  thousand  millions  of  dollars  a  year  to  Canada — close  to  one 
thousand  millions  last  year — might  be  materially  cut,  as  we  have 
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found  our  sales  to  the  United  States  being  cut.  But,  that  is  a 
matter  to  which  each  of  us  must  look  for  ourselves  and-  let  the 
devil  look  after  the  other  fellow.  I  might  say  we  followed  your 
custom  to  a  certain  extent  and  up  to  a  certain  point  in  prohibition, 
but  we  have  sort  of  side-stepped.  I  don't  know  whether  you  are 
going  to  follow  us  or  not,  but  we  have  broken  away  from  that  lead 
apparently.  Occasionally  there  are  matters  in  which  you  have 
followed  our  example ;  I  might  mention  going  into  the  war.  You 
were  unavoidably  delayed,  but  when  you  did  get  in  you  did  a  good 
job  of  it.  I  doubt  very  much  if  we  Canadians  could  have  won  the 
war  if  we  had  not  had  your  help,  but  with  your  help  we  seemed  to 
get  along  very  well. 

I  regret  that  I  do  not  feel  contident  to  do  justice  to  the  occasion, 
on  behalf  of  the  delegates  whom  I  represent,  but  I  want  you  to  be 
assured,  sir,  that  we  appreciate  your  very  kind  w^ords  of  welcome. 

Cii.^iRMAX  Fairchild:  You  will  recall  that  one  of  the  joyful 
incidents  of  each  of  these  annual  conferences  is  standing  for  an 
hour  or  two  oh  the  courthouse  steps  or  the  windy  roof  of  the  hotel 
while  the  official  stenographer  arranges  us  in  a  harmonious  group. 
The  elimination  of  this  ordeal  is  something  which  has  proved 
beyond  the  powers  of  your  present  chairman,  but  I  am  able  to 
announce  that  the  Kansas  City  official  photographer  has  consented 
to  do  his  deadly  work  here,  and  we  will  now  recognize  him  and 
give  him  the  floor.  I  believe  it  requires  that  our  distinguished 
guests  take  seats  in  the  front  row  in  order  that  they  may  appear  in 
the  picture. 

Chairman  Fairchild  (continuing)  :  The  rules  of  the  confer- 
ence require  that  the  chairman  appoint  a  committee  on  resolutions 
and  a  committee  on  credentials.  The  Chair  will  announce  those 
committees  at  a  subsequent  session.  I  think  there  is  no  other 
business.  We  are  now  prepared  to  ])roceed  with  the  regular  pro- 
gram of  the  conference.  The  first  address  will  be  on  the  subject 
■'  The  Essentials  to  Effective  Tax  Administration,"  and  I  call  upon 
the  Honorable  Edward  B.  ^Morgan,  chairman  of  the  State  Tax 
Commission  of  Colorado — Mr.  Morgan. 

THE  ESSENTIALS  OF  EFFECTIVE  TAX 
ADMINISTRATION 

E.    B.    MORGAN 

Chairman,  Colorado  Tax   Commission 

Not  long  ago  there  appeared  in  an  obscure  Arkansas  newspaper 
an  article  in  one  paragraph  which  was,  to  my  mind,  a  full  answer 
to  all  the  ills  and  ailments  of  our  myriad  mass  of  taxation  prob- 
lems.    The  paragraph  read  somewhat  as  follows: 
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"  The  only  solution  of  the  taxation  problem  is  to  pack  up 
and  go  back  to  the  jungle." 

And  yet  in  face  of  that  which  I  consider  excellent  advice,  we 
seem  doomed  to  continue  to  talk  and  to  write  and  argue  and  discuss 
and  theorize  on  this  subject  which  comes  more  nearly  to  every 
man,  woman  and  child  in  the  nation  than  almost  anything  but  food 
and  yet  about  which  there  is  so  little  knowledge. 

Now  it  is  a  sure  thing  that  we  cannot  go  back  to  the  jungle. 
There  are  no  longer  any  jungles,  and  it  follows  that  we  must  con- 
tinue to  search  out  and  grope  for  other  solutions  or  near  solutions 
concerning  which  we  are  again  meeting  here  tonight  for  the  twenty- 
third  consecutive  year. 

The  subject  assigned  me  tonight  is  one  which  might  be  treated 
at  interminable  length  owing  to  the  many  differing  tax  systems 
and  laws  and  conditions  in  our  country,  to  say  nothing  of  the  views 
of  many  differing  minds.  What  might  be  an  essential  of  admin- 
istration in  one  state  would  perhaps  not  be  in  another.  It  may  be 
possible,  however,  to  point  out  briefly,  for  later  discussion,  a  few 
which  may  apply  to  all  or  nearly  all  communities. 

Take,  for  instance,  the  possibility  of  standardization.  Standard- 
ization is  the  order  of  the  day.  In  big  business  —  even  in  small 
business  —  in  manufacture,  in  transportation  and  in  banking  and 
financing,  in  literature  and  even  in  art  we  find  a  tendency  to  have 
most  lines  of  human  endeavor  follow  certain  fixed  lines  and 
standards,  some  of  which  are  based  on  actual  trials  and  experiences, 
and  some  on  ideals  and  theories. 

Tax  administration  should  be  a  problem  in  economics,  but  alas 
and  alack !  it  is  more  often  a  political  question  and,  under  our 
system  of  government,  probably  ahvays  will  be.  How  often  do  w^e 
hear  that  if  public  affairs  could  be  carried  on  as  private  business  is 
carried  on,  how  happy  we  should  be.  But  it  cannot  be,  and  I  doubt 
if  it  ever  will  be.  They  are  in  so  many  essentials  as  different  and 
as  far  apart  as  the  proverbial  east  and  west,  and  I  doubt  if  the 
"  twain  will  ever  meet." 

It  would  seem  possible,  however,  to  suggest  certain  essentials  in 
tax  administration  that  might  be  more  generally  adopted  and  stand- 
ardized than  at  present  in  the  several  hundreds  of  units  functioning 
in  this  country,  and  the  mere  suggestion  of  the  subject  might 
perhaps  give  rise  to  discussions  that  w^ould  lead  to  the  examination 
of  what,  if  any,  standards  can  be  established  w^hich  might  be  deter- 
mined to  be  essential  and  by  the  establishment  of  which  more  effec- 
tive tax  administration  could  be  had. 

Some  years  ago  our  National  Tax  Association  gave  to  the  world 
a  model  tax  system.  It  was  adopted  after  long  and  careful  study 
and  consideration  by  some  of  our  outstanding  authorities  on  taxa- 
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tion.  So  far  as  I  know,  this  system  has  never  been  adopted  in  toto 
by  any  political  division,  but  undoubtedly  many  of  its  best  features 
have  been  incorporated  here  and  there,  and  from  time  to  time  more 
will  be.  So,  to  that  extent,  the  Association  has  done  a  valuable 
work.  May  it  not  be  therefore  possible  for  this  Association,  by 
similar  discussion  and  consideration,  to  establish  that  certain  essen- 
tials are  desirable  for  proper  administration  of  a  tax  office,  be  it 
assessors',  treasurers',  or  tax  commission  offices. 

This  is  no  time  or  place  to  go  into  any  details  other  than  by  way 
of  suggestion  in  a  more  general  way.  And  for  examples  and  illus- 
trations I  must  necessarily  be  somewhat  confined  to  the  one  state 
with  which  I  am  most  familiar  and  where  essentials  that  might  be 
ideal  would  probably  differ  greatly  from  what  would  be  necessary 
or  desirable  in  other  states. 

Let  us  confine  ourselves  to  the  one  form  of  office  with  which  we 
are  most  familiar,  to  wit :  the  tax  commission,  or  the  body  under 
whatever  other  name  it  may  carry,  which  functions  under  more  or 
less  limitations  as  the  centralized  control  of  tax  matters  in  each 
state. 

Next  to  standardization,  perhaps  centralization  is  one  of  the 
most  prevalent  tendencies  of  the  times.  A  tax  commission  should 
be  supreme  in  its  realm.  There  should  be  nothing  above  it  but  the 
courts,  and  nothing  below  it  but  the  agencies  which  are  completely 
under  its  control.  State  boards  of  equalization  or  other  powers  of 
whatever  name  should  not  be  there,  ready  to  pounce  upon  its  work, 
and  county  boards  of  equalization  and  county  and  township  asses- 
sors should  be  completely  under  its  direction  and  control  with  laws 
to  compel  and  enforce  its  authority.  Authority  must  rest  some- 
where, and  where  it  is  scattered  and  dissipated  it  leads  to  chaos. 
One  cannot  serve  two  masters.  It  may  sound  despotic  and  rather 
fantastic  when  we  think  of  the  local  pride  which  prevents  such  a 
consummation,  but  I  would  have  local  assessors  appointed  by  the 
tax  commission  and  responsible  to  it,  as  one  of  the  first  essentials 
of  good  administration.  I  have  heard  other  opinions  that  assessors 
should  be  appointed  by  boards  of  county  commissioners.  With  this 
I  do  not  agree.  Some  one  has  said :  "'  There  is  no  more  reason 
for  electing  a  tax  assessor  than  for  electing  a  policeman." 

Some  states,  I  believe,  have  departments  of  finance,  or  bodies 
under  some  such  name.  If  there  is  a  concentration  of  authority  in 
such,  well  and  good.  But  in  most  states,  like  mine  for  instance, 
there  are  about  as  many  bodies  engaged  in  garnering  the  sheaves 
as  there  are  in  spending  the  money.  The  inheritance  tax  is  admin- 
istered by  one  body,  the  gasoline  tax  by  another,  the  automobile 
taxes  and  licenses  by  another,  and  so  on.  There  is  no  way  of  tell- 
ing where  the  money  comes  from,  or  how  much.  This,  I  claim, 
ought  not  to  be  so. 
2 
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Some  states  have  superimposed  over  the  tax  commission  a  body 
known  sometimes  as  the  state  board  of  equalization.  This  is  a 
superfluous  and  troublesome  provision.  i.\ny  tax  commission  work- 
ing under  effective  laws  will  find  that  its  principal  job  is  to  equal- 
ize— to  equalize  between  counties,  between  corporations,  and  be- 
tween individuals.  Why,  if  it  is  necessary  to  equalize  that  which 
has  been  equalized,  should  it  be  necessary  to  equalize  to  the  Nth 
degree  ?  Usually  these  bodies  are  made  up  of  the  executive  officers 
of  the  state,  or  of  those  who  have  had  no  part  in  making  the  actual 
assessments,  and  they  usnally  make  a  sad  mess  of  it. 

One  essential  of  effective  tax  administration  is  that  some  board, 
or  body,  or  individual  should  have  some  effective  check  on  expendi- 
tures, based  upon  law.  of  course,  but  with  enough  flexibility  so  that 
the  element  of  plain  common  sense  can  sometimes  be  injected. 
Struggle  as  you  will  against  excessive  taxation,  devise  and  plan 
ways  and  means  for  new  sources  of  revenue,  there  will  never  be 
enough  to  go  around  until  you  curtail  the  spending  of  money,  much 
of  which  is  spent  lavishly  and  wastefully.  Here  a  properly  equipped 
tax  commission  can  be  of  the  greatest  benefit. 

As  an  illustration,  may  I  be  pardoned  if  I  cite  a  law  we  have  in 
Colorado  known  as  the  "Limit  of  Levy  Law"  ?  We  have  some  2,000 
school  districts  each  a  law  unto  itself,  each  administered  by  three 
trustees,  many  of  whom  have  no  business  experience.  There  is  a 
tremendous  waste  of  money  in  this  system  where  there  is  no  effec- 
tive central  control.  Of  the  tax  dollar  which  we  collect  54  cents 
goes  to  educational  purposes.  The  school  trustees  may  increase 
their  levy  five  per  cent  above  the  levy  of  the  year  before.  If  their 
needs  are  not  met  by  that,  they  may  apply  to  the  tax  commission 
for  a  further  increase,  and  the  tax  commission  may,  in  turn, 
authorize  that  further  increase  but  not  to  exceed  5  mills.  That 
seems  on  its  face  to  be  a  pretty  good  series  of  checks.  But  there 
are  several  flies  in  the  ointment.  We  are  directed  by  law  to  make 
an  investigation  of  the  needs  of  each  district  applying,  and  there 
are  300  or  400  of  them.  We  have  no  facilities  for  making  any 
real- investigations  other  than  perhaps  a  dozen  or  more,  and  if  we 
decide  to  deny  an  application,  the  law  provides  that  a  special  elec- 
tion may  be  called  and  an  increase  authorized  over  our  heads  by  a 
three-fourths  vote.  And  this  is  nearly  always  done.  So  with  little 
or  no  investigation  we  can.  do  nothing  else  hut  grant  the  applica- 
tion, saving  a  little  here  and  there  where  the  application  is  for 
more  than  we  can  legally  allow.  But  even  so,  we  sometimes  save 
very  substantial  amounts  to  the  taxpayers  in  spite  of  themselves. 
A  few  years  ago  our  largest  district,  comprising  the  city  of  Den- 
ver, which  has  about  one-third  of  the  wealth  and  population  of  the 
state,  applied  to  us  for  an  increased  levy  that  would  raise  about 
one-half  million  dollars  for  a  new  schoolhouse  which  they  did  not 
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want  to  raise  by  a  bond  issue.  VV'e  could,  in  this  case,  make  a 
thorough  investigation  as  we  and  the  property  were  right  there  on 
the  ground.  We  did  so,  and  decided  they  were  going  too  strong, 
and  declined  to  grant  the  application  as  made.  This  gave  rise  to  a 
terrible  upheaval  on  the  part  of  the  proponents  and  particularly  of 
the  superintendent  who,  being  something  of  a  politician  himself, 
began  to  bombard  our  office  with  pressure  to  prevent  our  decision 
being  against  them.  First  the  press  took  it  up,  then  many  of  the 
civic  organizations  and  clubs,  and  last  but  not  least,  the  so-called 
parent-teachers  organizations.  I  did  not  know  before  that  there 
were  so  many  parents  and  teachers  in  the  world.  The  matter  was 
finally  compromised  by  our  granting  half  the  application,  and  a 
quarter  of  a  million  dollars  with  other  funds  scraped  up  here  and 
there  built  a  fine  schoolhouse  as  originally  planned,  and  the  tax- 
payers were  saved  a  quarter  of  a  million  dollars.  What  1  am  trying 
to  put  over  is  that  one  of  the  essentials  of  any  effective  tax  admin- 
istration is  to  have  some  one  somewhere  to  save  a  dollar  here  and 
there.  We  can  always  find  enough  people  to  spend  the  money. 
And  with  my  apologies  to  budget  systems  and  other  like  methods, 
I  am  of  the  opinion  that  no  one  is  in  so  good  a  position  to  do  this 
as  a  well-equipped  tax  commission. 

While  we  are  culling  out  some  of  the  essentials,  let  us  not  over- 
look the  matter  of  the  personnel  of  the  commission  itself.  This 
might  be  made  a  whole  topic.  No  tax  administration,  or  any  other 
administration  for  that  matter,  can  be  effective  without  the  proper 
administrators.  A  poor  law  properly  administered  is  better  than  a 
good  law  ineffectively  and  badly  administered.  Here  is  where  the 
ability,  the  honesty,  the  firmness  and  the  common  sense  of  the 
commissioners  come  in.  I  sometimes  think  that  tax  commissioners 
are  born,  not  made.  I  have  known  tax  commissioners  who  served 
for  years  and  still  were  lacking  in  all  the  essentials  that  are  neces- 
sary for  good  administration.  Others  I  have  known  who,  with  only 
a  few  years'  experience,  have  become  ideal  officials.  Just  what  the 
qualities  are  that  are  necessary  is  difficult  to  say  in  a  short  talk 
like  this,  but  they  are  obvious  to  most  of  us.  At  least  some  knowl- 
edge of  the  history  and  principles  of  taxation  is  necessary — a  com- 
plete severance  from  any  political  influence  or  bias,  an  infinite 
amount  of  patience  and  courage,  an  understanding  of  human  nature 
that  makes  it  possible  to  attract  and  not  repel  those  with  whom  he 
comes  in  contact — from  the  lowliest  taxpayer  to  the  highest  official 
of  the  greatest  corporation.  He  should  be  strong-willed  but  not 
hard-boiled,  and  respected  but  not  necessarily  popular.  If  any  man 
seeks  popularity  or  to  retain  what  he  has.  let  him  avoid  all  contact 
with  a  tax  office. 

These  and  scores  of  others  might  be  enumerated  as  desirable 
qualities  for  an  ideal  tax  commissioner.    But  how  shall  all  this  per- 
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fection  be  found?  Shall  he  be  elected  or  appointed,  and  if  the 
latter,  by  whom?  How  long  shall  he  serve?  To  whom  shall  he 
be  responsible — to  the  people  who  may  have  elected  him — to  those 
who  have  appointed  him  or  to  the  legislature  ?  These  are  the  ques- 
tions that  are  easy  to  propound  but  hard  to  answer.  I  am  opposed 
to  the  election  of  tax  commissioners.  If  they  are  to  be  appointed, 
the  choice  usually  falls  upon  the  governor.  But  may  I  make  a 
suggestion?  Why  should  not  the  appointment  come  from  the 
Supreme  Court?  The  office  is  a  semi-judicial  one  and  the  Supreme 
Court  is  usually  supposed  to  be  free  from  political  and  other  en- 
tanglements. 

And  when  elected  or  appointed,  how  long  shall  he  serve?  Cer- 
tainly not  for  so  short  a  term  that  he  has  just  begun  to  learn  his 
job  when  he  has  to  busy  himself  for  a  reappointment  or  reelection. 
And  if  for  a  longer  term,  how  long?  It  may  not  be  known  to 
many  of  you  that  the  Colorado  Tax  Commission  is  under  Civil 
Service  and  is  in  for  life.  I  believe  we  are  the  only  Commission 
in  the  country  so  favored.  It  would  be  a  delicate  question  for  me 
to  handle,  for  being  prejudiced  in  favor  of  Civil  Service  might 
seem  to  be  selfish.  And  yet  I  know  that,  generally  speaking,  I  am 
on  the  fence  about  it.  I  see  places  where  it  works  well,  and  I  see 
places  where  it  does  not.  But  if  Civil  Service  is  to  prevail,  who 
is  there  in  a  state  administration  who  should  more  properly  come 
under  its  protection  ?  It  would  mean  at  least  one  thing,  and  that  is 
that  the  proposed  commissioner  must  start  out  with  some  qualifica- 
tions for  a  position  which  he  may  not  have  under  election  or  ap- 
pointment. 

From  what  class  of  men  may  tax  commissioners  be  drawn? 
Sometimes  from  ex-assessors  who  have  made  good  and  become 
interested  in  taxation.  A  lawyer  usually  makes  a  good  tax  official 
if  he  has  had  any  experience  in  the  management  of  property  and 
the  ways  of  the  business  world,  and  every  tax  commission  should 
have  at  least  one  lawyer  on  it,  for  it  is  usually  the  clearing  house 
of  legal  problems  for  all  the  assessors  and  treasurers  in  the  state. 
Students  who  have  been  drawn  into  the  study  of  taxation  through 
their  course  in  political  economy  might  well  consider  adopting 
taxation  as  a  profession.  I  have  spoken  of  the  protection  of  the 
Civil  Service  as  being  one  essential  which  might  be  considered,  but 
where  is  one  to  go  to  acquire  the  preparation  for  the  examination 
which  would  precede  the  appointment?  I  believe  that  some  col- 
leges and  universities  have  established  courses  in  taxation  in  con- 
nection with  their  political  economy  work,  but  certainly  not  many. 
Why  should  there  not  be  opportunities  to  make  a  study  of  this 
subject  in  a  set,  formal  way — one  that  might  perhaps  lead  to  a 
degree?  We  have  handles  attached  to  the  names  of  an  ever- 
growing diversity  of  occupations  such  as  public  accountants,  chiro- 
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praetors,  Christian  scientists  and  others  —  why  not  John  Smith, 
Bachelor  of  Taxation,  or  some  such  designation  from  an  accredited 
institute  of  learnmg? 

And  that  leads  to  another  thought  along  the  same  line.  Every 
tax  system  and  every  tax  administration  needs  an  overhauling  once 
in  a  while.  The  local  authorities  get  in  a  rut;  they  have  no  way 
of  knowing  what  new  ideas  and  advancements  have  been  made  in 
other  states,  and  they  are  too  close  home  to  realize  any  defects 
which  might  be  remedied.  This  work  can  best  be  done  by  out- 
siders qualified  to  view  pictures  as  a  whole  as  well  as  in  detail. 
More  and  more  we  hear  of  surveys  being  made  and  there  is  an 
ever-growing  list  of  experts  whose  work  in  this  line  is  very  helpful 
and  illuminating,  and  admired  by  all  concerned.  No  one  can  read 
the  reports  which  have  come  from  Wisconsin.  California,  Colorado 
and  elsewhere  without  realizing  to  what  extent  the  study  of  taxa- 
tion and  its  problems  is  expanding. 

There  are  so  many  minor  essentials  of  effective  tax  administra- 
tion that  are  obvious,  that  it  w^ould  be  superfluous  to  even  mention 
them.  An  efficient,  alert  and  well-informed  office  force,  headed  by 
a  secretary  who  can  be  a  good  contact  man  between  the  commis- 
sion and  the  public  is  one.  Investigators  or  deputy  field  men  who 
can  keep  the  commission  in  close  touch  with  what  is  going  on  in 
each  county  assessor's  office,  and  who  know  values  and  varying 
conditions,  is  another.  Of  course,  modern,  up-to-date  office  equip- 
ment of  labor-saving  devices  is,  in  these  days,  essential  and  should 
gradually  be  standardized  with  other  states,  as  I  mentioned  in  the 
beginning. 

In  closing,  may  I  speak  of  at  least  two  duties  which  are  re- 
quired of  our  Colorado  Tax  Commission  which  seem  to  me  to  be 
valuable  and  essential  and  which  may  not  be  in  vogue  elsewhere. 
Some  member  of  the  Commission  is  required  to  personally  visit  at 
least  one-half  of  the  counties  of  the  state  annually,  and  every 
county  in  the  state  at  least  once  in  two  years.  This  requirement, 
if  not  done  in  a  perfunctory  wa}-,  gives  us  an  opportunity  of  in- 
vestigating on  the  ground  the  work  and  methods  of  all  county  tax- 
ing officials,  and  to  keep  in  close  touch  with  values  and  conditions 
in  each  county. 

And  another  dut\-  is  to  call  an  annual  meeting  of  all  assessors  at 
which,  in  a  three-day  session,  there  are  informal  discussions  and 
determinations  upon  all  questions  which  may  arise  relating  to  the 
current  year's  assessments.  These  meetings  are  particularly  valu- 
able in  election  years  when  there  are  a  number  of  new  m.en  just 
taking  hold  of  jobs  about  which  they  may  know  little  or  nothing. 
And  this  meeting  or  conference  is  followed  up  by  district  meetings 
at  which  more  local  and  specific  problems  are  taken  up. 

But  I  must  close  before  you  get  more  tired  than  perhaps  you 
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already  are,  oyer  the  reiteration  of  things  which  may  ah'eady  have 
been  said  many  times.  I  must  not  put  you  in  the  condition  of  the 
preacher's  wife  who  remarked  at  the  supper  table.  Sunday  night, 
that  she  was  very  tired.  "  You  shouldn't  be,"  said  her  husband, 
"  you  have  not  preached  two  sermons  today."  "  No,"  she  replied, 
"  but  I  have  listened  to  them." 

Chairman  Fairchild:  .Vmong  those  who  have  been  invited  to 
lead  the  discussion  of  Mr.  INIorgan's  paper  is  Mr.  Morrissett  of 
Virginia.  -' 

C.  H.  MoRRissETT  (V'irginia)  :  Mr.  President,  Ladies  and 
Gentlemen :  The  day  is  all  spent.  Bearing  this  in  mind,  it  is  not 
my  purpose  to  consume  much  time  in  executing  my  assignment. 
Moreover,  I  have  just  been  released  from  a  sentence  of  34  hours 
on  the  road,  and  many  of  you  have  traveled  long  distances.  The 
essentials  of  effective  tax  administration — that  is  a  star  to  which 
we  may  proudly  hitch  our  wagons.  With  most  of  what  my  friend 
Mr.  Morgan  said,  I  agree.     I  disagree  with  very  little  of  it. 

May  we  not  start  off  with  the  proposition  that  tax  laws  nuist  be 
reasonable.  May  we  not  say  that  is  the  first  essential  of  efficient 
tax  administration  or  effective  tax  administration.  Every  tax  ad- 
ministrator knows  that  unreasonable  laws  cannot  be  effectively 
administered.  By  unreasonable  laws  we  mean  those  that  are  un- 
conscionable, laws  that  are  confiscatory,  palpably  unjust  laws,  laws 
impressed  with  too  much  of  the  class  spirit,  laws  that  are  discrimi- 
natory. You  must  have  reasonable  tax  laws  before  you  can  hope 
for  effective  administration. 

Assuming  that  we  have  reasonable  tax  laws,  may  we  not  say 
that  the  next  essential  is  a  fair  measure  at  least  of  public  coopera- 
tion. You  cannot  expect  public  cooperation  unless  the  laws  are 
supported  by  the  public  conscience.  If  you  have  laws  that  appeal 
to  the  public  or  to  a  large  part  of  the  public  as  just  and  fair,  then 
you  may  expect  public  cooperation,  which  I  have  said  is  perhaps 
the  second  essential. 

To  get  that  public  cooperation  the  tax  administrator  might  well 
attempt  to  be  a  publicist,  a  good  advertiser  of  his  system  that  he  is 
administering. 

Assuming  that  we  have  reasonable  laws — and  that  is  a  powerful 
assumption  in  many  of  our  states,  because  the  unreasonable  laws 
are  now  the  greatest  obstacle  to  effective  tax  administration  in  this 
country — assuming  that  we  have  this  great  gift,  and  at  least  a  fair 
amount  of  public  cooperation,  that  brings  us  to  the  third  essential, 
which  is  that  the  tax  administrator,  in  whatever  capacity  serving — 
and  he  may  be  serving  in  any  number  of  capacities — must  be  a 
man  of  character.  That  was  touched  on  by  my  friend  Mr.  Morgan 
when  he  said  that  the  tax  commissioner  should  be  able  to  command 
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respect,  but  not  necessarily  popularity.  He  should  be  a  man  of 
character.  That  is  very  important.  But,  character  is  not  enough. 
He  must  have  equipment,  and  right  there,  if  we  were  to  discuss  all 
of  the  essentials  of  the  administrator's  equipment,  it  would  detain 
us  too  long.  This  requirement  necessarily  varies  according  to 
what  the  administrator  is  supposed  to  do,  and  we  all  know  that  the 
powers  and  duties  of  tax  administrators  do  not  come  out  of  their 
brains,  but  these  powers  and  duties  are  fixed  by  laws  and  by  the 
constitutions  in  some  instances.  We  must  say  that  the  tax  adminis- 
trator must  be  qualified  to  do  that  which  he  is  supposed  to  do.  The 
bigger  the  job  the  greater  the  qualifications  necessary.  Where 
there  is  no  vision,  the  people  perish;  and  the  tax  administrator 
holding  a  responsible  position  must  be  capable  of  vision,  that  is  to 
say,  he  must  be  able  to  see;  he  must  be  able  to  see  what  he  is 
attempting  to  do;  he  must  be  able  to  ascertain  the  facts  and  he 
must  be  able  to  meet  those  facts. 

Then  we  may  say  that  the  organization  of  the  tax  administration 
system  must  not  be  such  as  to  violate  every  rule  of  business  and 
common  sense,  as  Mr.  ^Morgan  has  said  tax  administration  will 
always  be  controlled  to  some  extent  by  political  considerations. 
That  is  our  system  of  democratic  government.  You  cannot  get 
away  from  it  unless  you  abolish  the  system  of  government  under 
which  we  are  operating.  The  organization  then  must  be  a  work- 
able piece  of  machinery. 

One  of  the  best  things  that  ]\Ir.  ]\Iorgan  said  was  that  the  per- 
sonnel is  far  more  important  than  the  form  of  organization. 

With  the  suggestion  that  the  Supreme  Court  be  allowed  to  ap- 
point tax  administrators,  I  disagree,  because  I  feel  that  in  matters 
of  policy  we  should  not  get  too  far  away  from  the  people,  that  the 
governor  is  the  man  who  ought  to  appoint  the  tax  administrator, 
and  I  am  referring  now  to  the  head  taxing  authorities,  not  neces- 
sarily to  the  local  tax  authorities.  They  must  be  appointed  or 
elected  locally.  We  disagree  with  election  by  the  people,  but  it  will 
be  a  long  time  before  we  can  get  away  from  it.  We  can  work 
away  from  it. 

I  am  sure  that  you  have  enjoyed  ]\Ir.  ^Morgan's  paper  and  I  wish 
to  congratulate  him  thereon.     I  thank  you. 

Chairman  Fairchild:  The  discussion  will  be  continued  by  Mr. 
Townsend  of  West  Virginia. 

(No  response) 

Chairman  Fairchild:  ]\Ir.  Townsend  apparently  is  not  here, 
and  I  will  therefore  call  next  upon  Mr.  Fischer. 

Earl  L.  Fischer  (Oregon)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men: I  apologize  for  entering  into  this  discussion  after  the  subject 
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has  been  so  fully  and  ably  discussed  by  Mr.  Morgan,  but  the  matter 
is  of  the  greatest  importance.  It  is  one  in  which  the  Oregon 
commission  is  most  seriously  interested  at  this  time,  because  we 
are  attempting  the  state-wide  supervision  of  equalization  and  of 
local  assessors.  Our  investigations  so  far  clearly  reveal  the  usual 
glaring  inequalities  resulting  from  undervaluation  of  certain  prop- 
erties and  classes  of  property.  Those  under-assessments  have  been 
of  long  standing,  and  they  are  looked  upon  by  the  beneficiaries  as 
vested  rights.  We  are  awarg  that  equity  demands  a  prompt  and 
complete  adjustment.  But,  we  are  also  aware  of  the  difficulty  of 
finding  improvements  to  put  into  effect  in  major  tax  reform  in 
advance  of  popular  favor.  Many  worthy  efforts  have  been  defeated 
by  an  indifferent  and  misinformed  public.  The  entire  subject  of 
taxation  is  offensive  to  most  people.  There  is  a  popular  tendency 
to  oppose  all  material  changes  in  the  established  practices  of  taxa- 
tion. The  people  work  themselves  into  a  fine  frenzy  over  low 
taxes  and  high  taxes,  but  all  the  while  they  give  second  attention 
to  the  more  vital  and  fundamental  question  of  fair  taxes  and  unfair 
taxes. 

I  assume  that  effective  tax  administration  represents  equitable 
taxation ;  and  the  thing  I  have  in  mind  is  to  emphasize  the  thought 
of  Mr.  ^Morgan  when  he  said  that  there  should  be  a  closer  contact 
between  the  administration  and  the  public,  one  which  will  promote 
a  more  friendly  and  reasonable  attitude  toward  the  raising  of  public 
revenues.  It  seems  to  me  there  should  be  some  successful  means 
of  appeal  to  the  people  in  the  interest  of  equity  and  fairness;  and 
I  am  wondering  if  the  important  essentials  of  effective  administra- 
tion should  not  include  some  kind  of  an  official  educational  pro- 
gram.    At  least  we  have  come  to  that  conclusion  in  Oregon. 

We  cannot  get  away  from  the  fact  that  public  sentiment  is 
supreme.  Not  until  the  people  are  more  inclined  to  lend  their 
honest  and  careful  consideration  to  tax  questions  may  we  expect 
satisfactory  results. 

I  have  a  firm  conviction  that  mankind  is  ordinarily  honest,  but 
to  those  of  you  who  have  never  served  the  public  as  a  tax  official. 
I  would  repeat  this  little  advice:  If  your  peace  of  mind  and  hope 
of  salvation  depend  upon  your  retaining  an  unfaltering  and  child- 
like faith  in  the  proposition  that  man  expects  at  most  no  more  than 
an  even  break  with  his  fellow  men.  then  never  permit  yourselves 
to  be  connected  in  any  manner  with  the  administration  of  a  tax 
law.     I  thank  you. 

Chairm.\x  F.MRCHiLrK  I  call  next  upon  Mr.  Stewart  of  Mon- 
tana. 

(No  response) 
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Chairman  Fairchild:  Mr.  Stewart  apparently  is  not  in  the 
room.     I  will  then  call  upon  Mr.  Raer  of  South  Dakota. 

(No  response) 

Chairman  Fairchilu:  In  view  of  the  lateness  of  the  hour,  and 
the  very  important  subject  of  public  expenditures  which  is  still  on 
the  program,  it  would  appear  to  the  Chair  that  it  would  be  well  to 
terminate  here  the  discussion  of  this  subject  and  proceed  at  once 
to  Doctor  Johnson's  paper.  Unless  there  is  a  suggestion  of  a  dif- 
ferent course  the  chair  will  so  proceed.  I  wonder  if  you  will 
permit  me  first  to  make  certain  announcements,  which  I  should  like 
to  place  before  you  at  once. 

The  committee  on  resolutions,  according  to  our  custom,  consists 
of  one  member  from  each  state.  The  chair  will  announce  the 
chairman  of  that  committee  at  a  subsequent  session ;  but  in  the 
meantime  I  strongly  urge  each  state  delegation  to  hold  a  meeting 
at  the  very  earliest  opportunity,  elect  their  representative  and  in- 
form the  secretary  of  the  delegates  so  chosen.  It  seems  that  much 
would  be  gained  if  we  could  at  the  outset  adopt  the  policy  of  com- 
mencing our  sessions  promptly.  I  admit  with  shame  that  this  first 
session  was  not  so  started,  and  I  accept  responsibility  therefor. 
Nevertheless,  I  do  feel  inclined  to  lay  it  down  as  the  rule  of  this 
conference  that  our  sessions,  morning,  afternoon  and  evening,  shall 
start  at  the  hour  announced.  We  have  been  much  disturbed  in 
past  conferences  by  long  delays  in  starting  sessions.  It  is  embar- 
rassing to  the  speakers,  finally  bringing  the  crowd  together  and 
just  going  well  at  about  the  time  adjournment  was  forced  upon  us. 
So,  I  hope  I  can  call  upon  your  assistance  and  cooperation  to  keep 
our  program  moving  steadily  as  per  schedule.  We  have  a  long 
program,  crowded  with  interesting  matters,  and  only  thus  can  we 
proceed  with  satisfaction. 

I  call  your  attention  especially  to  the  special  program  of  enter- 
tainments, which  is  available,  and  will  be  distributed,  and  among 
these,  especially  to  the  banquet  on  Wednesday  evening.  This  is 
our  second  attempt  at  an  innovation  which  was  very  successfully 
started  last  year  at  Saranac.  Conditions  here  are  somewhat  dif- 
ferent. There  we  were  all  gathered  in  a  resort  hotel,  on  the 
American  plan.  Here  the  banquet  must  be  provided  by  the  hotel 
to  those  who  signify  their  intention  to  attend  by  purchasing  tickets 
therefor;  and  it  is  very  important  that  those  of  you  who  expect  to 
attend — and  I  hope  that  includes  the  entire  delegation — will  pur- 
chase your  tickets  as  promptly  as  possible.  They  are  obtainable  at 
the  registration  desk. 

Let  me  finally  urge  all  who  have  not  yet  registered  to  do  so  at 
the  very  first  opportunity. 

It  now  gives  me  pleasure  to  call  upon  Doctor  Milbank  Johnson, 
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chairman  of  the  Board  of  Directors  of  the  California  Taxpayers' 
Association,  to  address  us  on  a  subject  which  underlies  all  taxation, 
namely,  "  Public  Expenditures  " — Doctor  Johnson. 

PUBLIC  EXPENDITURES 

MILP.ANK   JOHNSON 

Chairman  of  the  Board  of  Directors, 
California  Tjfxpayers'  Association 

No  problem  is  of  more  serious  import  in  the  fiscal  policies  of 
a  government  than  that  of  public  expenditures.  The  disbursement 
of  public  moneys  is,  in  a  last  analysis,  the  kernel  of  our  tax  prob- 
lems. How  to  raise  and  how  to  expend  public  money  arouses  pro- 
longed discussion  and  agitation  over  assessments,  tax  bases,  the 
incidence  of  taxation  and  the  shifting  of  tax  burdens.  Large  ex- 
penditures are  continually  being  made  for  tax  investigating  com- 
missions to  devise  ways  and  means  of  plucking  the  goose  with  the 
least  amount  of  squawk. 

EXPENDITURE    CONTROL 

To  control  public  expenditures  is,  however,  the  first  essential 
toward  the  solution  of  the  tax  problem.  Various  plans  for  expen- 
diture control  have  been  discussed  in  the  past  from  the  floor  of  our 
many  conferences.  Political  subdivisions  of  the  states  have  experi- 
mented with  these  plans.  However,  the  trend  of  state  and  local 
expenditures  throughout  the  nation  continues  upward. 

Tax  and  debt  limitations  placed  by  law  have  been  successfully 
circumvented.  Central  control  of  local  expenditures  by  the  states 
presents  a  ramification  into  new  problems  and  is  open  to  criticism 
from  the  standpoint  of  business  and  political  expediency. 

Control  of  expenditures  through  the  reorganization  and  central- 
ization of  state  government  has  been  a  failure  because  local  govern- 
mental structures  have  been  ignored.  This  particular  control 
method  could  operate  more  effectively  if  county,  municipal  and 
district  governments  were  reorganized  and  centralized,  in  keeping 
with  the  principles  which  obtain  in  state  administrative  reorgan- 
ization. 

County  government  is  still  the  "  dark  continent  of  American 
politics."  Conditions  in  Chicago  and  other  great  municipalities 
still  tend  to  prove  the  truth  of  James  Bryce's  statement,  "  The 
government  of  cities  is  the  one  conspicuous  failure  of  the  United 
States." 

Our  experimentation  with  budgets  proves  that  their  greatest  value 
is  in  guiding  expenditures.    Unless  there  is  both  a  desire  and  deter- 
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mination  to  live  within  the  budget,  it  cannot  adequately  control 
expenditures.  The  budget  gives  opportunity  for  economy,  but  it 
cannot  compel  it.  If  citizens  and  officials  are  extravagant,  no 
possible  budget  system  can  be  devised  which  will  adequately  pro- 
tect taxpayers. 

The  chief  contribution  which  has  been  made  by  the  standardiza- 
tion of  accounting  in  an  attempt  to  control  expenditures  is  the  clear 
evidence  presented  both  of  the  source  and  the  disposition  of  the 
revenue.  Standardization  has  brought  order,  system  and  efficiency 
into  governmental  accounting. 

All  of  these  attempts  at  control  have  contributed  something 
toward  a  solution  of  our  problem.  They  have  advanced  us  con- 
siderably in  our  struggle  to  increase  the  efficiency  of  government 
and  to  promote  economy  in  public  expenditures.  However,  not  any 
one  nor  all  of  them  together  points  the  way  to  a  really  adequate 
and  effective  control  of  public  expenditures. 

COST    OF    GOVERNMEXT 

The  National  Industrial  Conference  Board  reports  that  the  total 
annual  cost  of  government  in  the  United  States,  covering  the 
aggregate  expenditure  of  federal,  state  and  local  governmental 
authorities,  is  approximately  $12,200,000,000,  as  compared  with 
$2,919,000,000  in  1913.  This  means  a  per-capita  expenditure  today 
of  approximately  $103,  as  compared  with  one  of  $92  in  1923. 

The  increase  in  total  governmental  expenditures  since  1923  has 
been  due  primarily  to  increases  in  the  budgets  of  the  state  and 
local"  governments.  State  governments  are  spending  34  per  cent 
more  now  than  they  did  in  1923,  w^hile  local  governments  are 
spending  26  per  cent  more  now  than  they  did  in  1923.  The  federal 
government's  expenditures  have  increased  only  about  5  per  cent  in 
this  period. 

The  net  indebtedness  of  the  forty-eight  state  governments  in 
1928  was  $1,585,000,000,  or  $13.40  per  capita,  as  compared  with  a 
per-capita  debt  of  S4.40  in  1917.  During  1928  twenty-seven  states 
were  able  to  decrease  their  indebtedness,  but  the  aggregate  increase 
in  the  net  debt  of  the  states  during  the  year  was  $76,400,000. 

State  and  local  governments  have  been  increasing  their  expendi- 
tures during  the  last  decade  at  the  rate  of  about  half  a  billion 
dollars  a  year.  The  bonded  indebtedness  of  state  and  local  govern- 
ments has  been  increasing  at  the  rate  of  one  and  one-half  billion 
dollars  a  year. 

This  heavy  tax  burden  is  becoming  an  unbearable  load  to  the 
taxpayer.  The  increase  in  public  expenditures  has  been  out  of  all 
proportion  to  the  increases  in  population,  assessed  valuation  and 
wealth.  Taxpayers  are  seriously  questioning  whether  government 
should  rightly  cost  one-sixth  of  the  total  annual  income  of  our 
nation. 
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JUGGLING    TAX    BURDENS 


During  the  past  quarter  of  a  century,  as  government  costs  have 
increased,  our  public  officials  have  clamored  for  new  sources  of 
revenue,  for  increased  tax  levies.  Tax  commissions  have  been  ap- 
pointed for  the  sole  purpose  either  of  providing  new  sources  of 
revenue  or  of  effecting  a  sort  of  reshuffling  of  the  tax  burden. 
We  will  never  solve  our  problem  by  using  those  methods.  These 
commissions  have  not  taken  into  account  the  factors  and  conditions 
which  cause  the  tax  burden.  They  fail  to  consider  the  structure, 
functions  and  costs  of  government.  The  states  are  annually  spend- 
ing approximately  $500,000  in  an  endeavor  to  solve  their  tax  prob- 
lems and  still  these  commissions  are  seldom  permitted  to  include 
in  their  investigations,  public  expenditures,  government  organiza- 
tion or  government  services. 

The  juggling  of  tax  burdens,  reassessments  and  the  shifting  of 
tax  bases  will  never  bring  tax  relief.  At  best  it  is  merely  the  old 
game  of  robbing  Peter  to  pay  Paul.  Would  it  not  be  a  wiser  and 
more  productive  use  of  all  the  time,  money  and  energy  now  spent 
in  devising  additional  and  unique  ways  of  collecting  taxes,  if  the 
tax-investigating  commissions  were  to  devote  a  portion  of  their 
energies  to  keeping  down  public  expenditures  ? 

WASTE    IX    GOVERNMENT 

One  of  America's  eminent  political  scientists,  William  Bennett 
Munro  of  Harvard  University,  says  that  forty  cents  out  of  every 
tax  dollar  spent  in  the  United  States  is  wasted.  Now  if  this  40 
per  cent  waste  could  be  saved,  without  impairing  the  efficiency  of 
government  in  the  least,  we  would  have  gone  far  toward  control- 
ling expenditures  and  bringing  tax  relief.  Archaic  systems  under 
which  our  local  governments  operate  cause  tremendous  wastes  in 
administrative  costs. 

Of  the  total  payments  of  the  state  government  of  the  forty-eight 
states  in  1928,  64  per  cent  went  for  operation  and  maintenance  of 
the  general  departments ;  0.5  per  cent  for  operation  and  main- 
tenance of  public  service  enterprises;  4.6  per  cent  for  interest  on 
debt,  and  30.9  per  cent  for  outlays  for  permanent  improvements. 

Of  the  payments  for  operation  and  maintenance  of  general  de- 
partments of  the  state  governments,  40  per  cent  went  for  educa- 
tion; 16.9  per  cent  for  highways;  16.7  per  cent  for  charities,  hos- 
pitals and  corrections;  8.1  per  cent  for  general  government;  5.8 
per  cent  for  protection  to  person  and  property;  5.5  per  cent  for 
development  and  conservation  of  natural  resources ;  2.4  per  cent 
for  health  and  sanitation ;  0.3  per  cent  for  recreation ;  and  4.3  per 
cent  for  miscellaneous,  the  latter  including  pensions  paid  to  war 
veterans  by  states  giving  such  aid. 
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The  outlay  payments  for  permanent  improvements  were  princi- 
pally for  highways,  constituting  78.5  per  cent  of  the  total  outlays. 
The  next  in  importance  were  the  outlay  payments  for  charities, 
hospitals  and  corrections,  amounting  to  $45,026,146,  and  education, 
amounting  to  $40,700,437.  In  addition  the  forty-eight  states  ap- 
propriated from  state  revenues  to  their  minor  civil  divisions  for 
education  the  sum  of  $315,000,000. 

THE    RAISON    d'eTRE 

The  primary  responsibility  for  the  rapid  rise  in  the  cost  of  state 
and  local  governments  lies  with  the  public,  which  demands  more 
and  more  service  from  its  government.  This  is  especially  true  in 
education  and  highway  construction. 

The  people,  by  initiative,  referendum  and  constitutional  amend- 
ment, are  continually  expanding  the  services  of  government  and 
consequently  of  public  expenditures.  Public  expenditures  cannot 
be  cut  by  the  use  of  budgets  and  similar  forms  of  expenditure 
regulation  so  long  as  the  people  insist  upon  increasing  the  services 
of  government. 

In  the  state  of  California  we  have  a  state  budget  which,  during 
the  last  biennium,  amounted  to  approximately  $245,000,000.  Our 
state  budget  is  segregated  into  three  parts,  general,  educational  and 
highway.  The  general  budget,  which  called  for  an  expenditure  of 
approximately  $59,000,000,  is  the  only  portion  of  the  budget  which 
is  under  the  control  of  the  governor  and  tiie  legislature.  Consti- 
tutional provisions  determine  the  educational  budget  of  approxi- 
mately $79,000,000  and  the  highway  budget  of  $106,000,000. 

The  people  of  California  have  so  tied  the  hands  of  the  Governor 
and  the  Legislature  that  they  control  only  24  per  cent  of  the  total 
budget.  It  is  practically  impossible  to  reduce  the  size  of  76  per 
cent  of  our  budget  by  economies  in  administration  because  of  con- 
stitutional provisions. 

This  is  perhaps  typical  of  the  condition  that  exists  throughout 
our  land.  It  is  probably  due  to  the  ignorance  of  the  average  citizen 
concerning  the  problems  of  taxation. 

LOOSE    THINKING    ON    TAXATION 

We  have  too  much  loose  thinking  on  tax  questions.  The  public 
mind  is  in  a  condition  of  murkiness  on  the  problem.  Millions  of 
people  are  under  the  impression  and  sincerely  believe  that  a  tax 
stays  wherever  you  put  it.  They  believe  that  if  you  tax  the  rich, 
the  rich  pay  the  tax.  They  do  riot  see  where  the  tax  finally  rests. 
They  seem  to  believe  that  when  railroads  are  taxed,  the  owners  of 
the  roads  pay  for  the  tax  out  of  their  own  pockets.  They  do  not 
appreciate  the  fact  that  railroad  owners  only  pay  the  taxes  in  the 
first  instance  and  then  collect  every  dollar  of  them  from  the  pas- 
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sengers  and  the  shippers.  They  fail  to  realize  that  taxes  affect  the 
cost  of  living.  They  do  not  seem  to  know  that  there  is  no  such 
thing  as  a  non-taxpayer  outside  of  the  prisons  or  poorhouses. 

We  would  have  a  tax-conscious  public  if  we  could  make  everyone 
who  smokes  realize  that  his  smoking  is  really  taxpaying,  for  at 
least  half  the  cost  of  tobacco  is  made  up  of  contributions  to  Uncle 
Sam's  purse.  Nine-tenths  of  the  extravagance  of  government  is 
due  to  the  delusion  that  the  people  do  not  have  to  pay  the  bill. 

PU13LI-C    AP.\THY 

A  general  condition  of  apathy  exists  in  our  country  with  regard 
to  all  governmental  problems,  an  unwillingness  to  be  bothered  with 
the  question  of  their  solution.  Voters  are  ignorant  of  what  gov- 
ernment is  doing.  People  do  not  want  to  be  troubled  with  these 
problems.  At  tax  time  they  rave  and  rant  about  the  size  of  their 
tax  bills,  but  when  you  suggest  that  they  do  something  about  them, 
they  reply,  "  Why  bother  ?  It's  too  much  trouble  and  you  never 
get  anywhere." 

The  trouble  with  us  is  that  we  have  attained  too  much  political 
welfare  in  this  country.  If  we  trace  the  history  of  citizen  partici- 
pation in  government  in  the  United  States,  we  find  that  the  quality 
of  our  citizenship  reaches  its  highest  peak  in  times  of  great  stress 
and  of  storm.  In  periods  of  struggle  for  religious  and  civil  liberty, 
the  right  of  suffrage,  national  independence,  freedom  from  oppres- 
sion and  in  our  battle  for  fundamental  constitutional  rights,  the 
political  interest  of  our  people  was  intense.  They  felt  a  deep  re- 
sponsibility for  the  problems  of  government.  Today  all  that  we 
have  sought  as  a  people  has  been  accomplished.  Our  civil  liberties 
are  protected.  VVe  have  a  large  amount  of  social  legislation,  a 
great  public  school  system,  free  higher  education,  an  efficient  postal 
service,  the  rural  free  delivery,  air  mail,  highways  linking  the 
nation  from  the  Atlantic  to  the  Pacific,  modern  systems  of  sanita- 
tion and  protection,  hugh  areas  devoted  to  parks  and  playgrounds. 
What  more  can  the  citizen  demand  of  his  government? 

More  and  more  burdens  and  responsibilities  are  annually  being 
placed  on  government  agencies.  Less  and  less  are  the  people  de- 
pending on  themselves  and  their  personal  initiative.  The  taxpayer 
is  more  heavily  weighted  each  year,  and  to  force  him  to  carry  these 
steadily  increasing  burdens  is  a  costly  business. 

Until  Mr.  Average  Citizen  is  more  fully  awake  to  the  conscious- 
ness of  how  much  all  of  these  things  are  costing  him,  he  will  be 
lax  in  demanding  an  honest,  efficient  and  economical  government. 

TAX    SHOE    PINCHING 

The  great  mass  of  people  must  be  made  to  see  clearly  the  present 
trend  of  taxation.     There  must  be  publicity  in  the  matter  of  public 
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expenditures.  There  must  be  devised  an  effective  method  of  secur- 
ing an  intelligent  understanding  regarding  what  a  community  de- 
sires and  what  it  can  afford  to  spend  collectively  out  of  its  limited 
economic  resources. 

The  tax  shoe  is  beginning  to  ])inch.  Taxes  upon  thousands  of 
acres  of  land  and  millions  of  lots  have  become  delinquent.  The 
real  estate  men  of  the  nation,  who  have  promoted,  aided  and  en- 
couraged every  possible  improvement  of  a  public  character  that 
has  been  proposed,  are  now  sitting  on  the  mourners'  bench  decry- 
ing the  existing  conditions. 

THE  ROOT  OF  THE   PROBLEM 

Having  killed  the  goose  that  laid  the  golden  egg.  they  are  now 
seeking  to  shift  the  burden  of  taxation  elsewhere,  instead  of  coming 
to  the  root  of  the  problem — the  size  of  expenditures.  They  forget 
the  warning  of  Alexander  Hamilton  that  a  scrupulous  care  of 
public  expenditures  underlies  the  foundation  of  honest  and  efficient 
government  and  that  a  disregard  of  this  has  scattered  distress  and 
want,  caused  rebellions  and  even  led  to  the  collapse  of  great 
nations. 

There  will  be  no  eff'ective  control  of  public  expenditures  until 
we  reawaken  the  interest  of  the  citizen  in  his  government.  We 
must  build  up  a  civic  consciousness  which  will  create  an  eff'ective 
and  articulate  public  opinion  with  regard  to  the  services,  functions 
and  costs  of  government. 

We  hear  much  of  a  sweeping  crime  wave,  of  general  lawlessness, 
of  juvenile  delinquency,  etc.  There  is  no  especial  crime  wave,  no 
great  increase  in  juvenile  delinquency,  but  there  is  an  utterly  selfish 
disregard  of  the  rights  of  others,  there  is  a  low  standard  of  indi- 
vidual responsibility,  of  individual  integrity. 

Contractors,  to  make  a  few  dollars  for  themselves,  circulate  peti- 
tions for  entirely  unnecessary  public  works,  which  the  befuddled 
public  can  ill  afford.  jNlerchants  charge  excessive  prices  for  their 
wares,  if  counties,  cities  or  the  state  are  the  purchasers,  apparently 
believing  that  public  money  is  no  one's  money  and,  therefore,  to  be 
spent  extravagantly  and  without  due  returns. 

Land  sold  for  government  purposes  is  usually  appraised  at  a  sum 
far  in  excess  of  that  which  the  private  purchaser  would  have  to  pay. 

Public  officials  seem  prone  to  think  that  the  public  treasuries  are 
fair  game  for  raiding.  As  no  one  seems  definitely  responsible  for 
these  abuses,  the  practice  has  grown  until  even  the  people  who  bear 
the  injury  wink  at  it. 

These  are  dishonest  practices,  dishonest  now  as  they  always 
were.     Those  who  follow  these  practices  are  cheaters. 

Why  should  our  government,  either  local,  state  or  national,  be 
given  the  worst  of  anything? 
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Where  five  million  men  were  willing  to  face  the  onslaught  of 
the  enemy  a  few  years  hack,  it  now  seems  as  if  all  of  us  who  were 
then  willing  to  die  for  our  count. y  are  willing  to  cheat  her  to  the 
best  of  our  powers. 

RKSroXSlIilLlTY    OURS 

Can  we  not  develop  a  desire  among  our  people  to  deal  more 
justly  and  decently  with  their  country?  Can  we  not  develop  a 
spirit  of  civic  righteousness,  or  is  tliere  no  such  thing?  Men  like 
you  and  me  are  responsible  for  the  answer. 

CiiAiRM.\.\  F.MRrHiLi):  'J"he  two  subjects  of  the  evening  are  now 
open  for  general  discussion.  Does  anybody  feel  inclined  to  con- 
tinue the  discussion  ?     I  recognize  the  hour  is  late. 

Mr.  Franklin  S.  Edmonus  (Pennsylvania)  :  Before  the  meet- 
ing adjourns,  may  I  announce  there  will  be  a  meeting  of  the  com- 
mittee on  uniformity  and  reciprocity  upon  the  adjournment  of  this 
session,  in  the  left-hand  corner  of  this  room. 

Chairma.x  Fairchild:  You  all  heard  Senator  Edmonds"  an- 
nouncement.    .\ny  other  announcement? 

Douglas  Sutherland  (Illinois)  :  I  would  like  to  say  just  a 
word  of  deep  appreciation  of  Doctor  Johnson's  paper.  It  seems  to 
me  that  he  has  dealt  with  the  subject  in  fine  fashion.  He  has 
pointed  out  what  seems  to  me  the  fundamental  of  our  tax  problem, 
and  at  the  same  time  he  has  ended  with  a  fundamental  note,  which 
indicates  perhaps  the  need  for  a  broader  education  among  the 
people  themselves  as  to  their  individual  responsibility. 

With  reference  to  the  paper  that  was  read  before  Doctor  John- 
son's, on  the  suggestion  that  the  Supreme  Court  appoint  tax  com- 
missioners, I  firmly  believe  in  an  appointive  tax  commission. 
preferably  under  some  sort  of  civil  service  requirement,  the  ability 
to  discharge  being  untrammeled,  but  the  ability  to  appoint  being 
only  from  the  selective  list.  It  seems  to  me  it  is  a  mistake  to  bring 
the  court  into  the  appointing  of  other  officials.  'Sly  observation  of 
that  is,  instead  of  elevating  the  appointment  and  taking  it  out 
of  politics,  it  tends  to  bring  the  court  into  politics  still  further  than 
elective  tribunals  are  at  the  present  time. 

Chairma.x  Fairchild:  Any  other  discussion? 

(Xo  response) 

(  Motion  to  adjourn) 

Chairmax  Fairchild:  It  is  moved  and  seconded  that  we 
adjourn. 

(Ayes  and  noes) 
(Adjournment) 


SECOND  SESSION 
Tuesday  Morning,  October  21,  1930 

Chairman  Fairchild:  Will  somebody  pass  the  word  into  the 
lobby  that  we  are  in  session  ? 

It  is  very  gratifying  to  see  that  so  many  of  you  have  taken 
seriously  my  suggestion  that  the  sessions  start  on  time.  With  such 
cooperation  as  is  indicated  this  morning,  I  am  very  sure  we  can 
put  this  program  through  as  it  should  be. 

It  is  rather  superfluous  for  me  to  introduce  to  you  our  vice- 
president,  Clarence  Smith  of  Kansas,  but  that  is  my  present  privi- 
lege and  duty,  and  I  hereby  take  great  pleasure  in  turning  over  to 
Mr.  Smith  the  conduct  of  the  session  this  morning. 

(Mr.  Clarence  Smith,  vice-president  of  the  National  Tax  Asso- 
ciation, presiding.) 

Chairman  Smith  :  Mr.  President,  Ladies  and  Gentlemen  of  the 
conference,  it  is  a  pleasure  to  preside  over  the  deliberations  of  this 
session,  and  I  feel  complimented  in  being  called  upon  to  do  so  by 
our  president. 

The  program  this  morning  relates  to  taxation  matters  in  Mis- 
souri and  Kansas,  and  the  subjects  to  be  discussed  are  not  entirely 
peculiar  to  these  two  states  but  are  of  general  concern  to  all  states, 
and  no  doubt  will  prove  interesting  to  all  present.  We  are  going 
to  be  pressed  a  little  for  time  to  complete  the  program  this  morning, 
and  in  order  to  expedite  matters  I  desire  to  call  your  attention  to 
the  rules  of  the  conference  read  last  evening,  in  so  far  as  they 
relate  to  the  time  allotted  to  the  speakers.  Without  any  further 
introductory  remarks  I  shall  call  on  the  first  speaker  on  the  pro- 
gram, Mr.  J.  T.  Waddill,  chairman  of  the  State  Tax  Commission 
of  Missouri. 

ADMINISTRATION  OF  MISSOURI  TAX  LAWS 

T.    T.    WADDILL 
Chairman,  State  Tax  Commission  of  Missouri 

For  the  purpose  of  carrying  out  the  provisions  of  the  taxing  laws 
of  Missouri,  the  state  is  divided  into  one  hundred  and  fourteen 
counties  and  the  city  of  St.  Louis.  Each  county  is  divided  into 
municipal  townships,  the  cities  into  wards.  Twenty-four  of  the 
counties  have  adopted  township  organization.  The  counties  are 
3  (33) 
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further  subdivided  into  road  and  school  districts.  Each  elects  its 
own  officials  to  represent  it  in  the  administration  of  its  business 
affairs. 

ASSESSMENT  OF  REAL  AND  PERSONAL  PROPERTY 

We  have  four  assessing  bodies,  viz:  county  and  township  asses- 
■ '  sors,  State  Tax  Commission,  State  Board  of  Equalization  and 
county  boards  of  equalization. 

Each  county,  not  under  township  organization,  elects  an  assessor 
for  a  term  of  four  years,  who  has  aufliority  to  appoint  deputies  to 
assist  in  making  his  assessment. 

Counties  under  township  organization  elect  one  assessor  for  each 
township  for  a  term  of  two  years.  They  are  all  paid  for  their  ser- 
vices on  a  fee  basis,  one-half  by  the  county  and  one-half  by  the 
state.  County  and  township  assessors  make  the  original  assess- 
ment of  all  real  and  personal  property,  except  certain  property  of 
public  utilities  assessed  by  the  State  Tax  Commission,  to  which  I 
shall  later  refer. 

Assessments  are  based  on  the  ownership  of  property  as  of  June 
1st  of  each  year,  with  taxes  payable  one  year  from  the  following 
December.  The  law  requires  that  property  subject  to  taxation  be 
assessed  at  its  true  value  in  money.  Our  constitution  provides  that 
taxes  must  be  uniform  on  all  classes  of  property  within  the  taxing 
district. 

Under  our  constitution  and  laws  the  following  subjects  are 
exempt  from  taxation : 

All  property  in  this  state  belonging  to  the  United  States  and  the 
state  of  Missouri ;  all  property  belonging  to  any  county,  city  or 
other  municipal  corporation ;  all  public  health  squares  and  lots  kept 
open  for  health  or  ornament ;  lands  granted  by  the  United  States 
or  this  state  to  any  county,  city  or  town,  village  or  township  for 
the  purpose  of  education,  until  disposed  of  by  sale  or  lease ;  lots  in 
incorporated  cities  and  towns,  or  within  one  mile  of  the  limits  of 
any  such  city  or  town,  to  the  extent  of  one  acre,  and  lots  one  mile 
or  more  distant  from  such  cities  or  towns  to  the  extent  of  five 
acres,  with  the  buildings  thereon,  when  same  are  used  exclusively 
for  religious  worship,  for  schools  or  for  purposes  purely  charitable, 
shall  be  exempted  from  taxation  for  state,  county  or  local  purposes. 

As  soon  as  the  assessors  have  completed  their  assessment  of  real 
and  personal  property,  the  value,  by  classes,  is  certified  to  the  State 
Tax  Commission,  on  or  before  February  the  20th  following,  who 
then  proceed  to  equalize  the  value,  by  classes,  among  the  several 
counties  of  the  state.  As  soon  as  the  commission  has  completed 
its  equalization,  it  certifies  its  findings  to  the  State  Board  of  Equal- 
ization, a  constitutional  body  composed  of  the  following  state  offi- 
cers: Governor,  Secretary  of  State,  State  Auditor,  State  Treasurer 
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and  Attorney  General,  for  final  equalization  by  that  body.  The 
value,  by  classes,  for  each  county  is  then  certified  to  the  several 
county  boards  of  equalization.  It  is  then  the  duty  of  the  county 
Ijoards  to  equalize  the  value  of  the  various  parcels  of  property 
among  the  individual  owners  within  the  county.  When  the  county 
board  has  completed  its  work  and  adjourned,  the  value  as  fixed  is 
final.  Provided,  however,  any  taxpayer  who  may  be  aggrieved, 
may  file  application  with  the  tax  commission  for  re-assessment  of 
his  property.  Upon  receipt  of  such  application  the  commission 
shall,  after  proper  notice,  make  a  re-assessment  of  the  property 
complained  of.  Or  if  the  commission  is  of  the  opinion  that  any 
property  is  illegally  assessed  or  omitted  from  the  tax  rolls  it  shall, 
after  giving  notice  to  the  owners,  assess  the  same,  subject  to  the 
approval  of  the  state  board. 

.ASSESSMENT    OF    PUBLIC    UTILITIES 

For  the  purpose  of  assessment,  the  property  of  public  utilities  is 
divided  into  two  classes,  distributable  and  local.  The  distributable 
property  consists  of  that  which  is  used  in  the  business  as  a  going 
concern,  except  land  and  buildings.  Local  property  consists  of 
material  and  supplies  on  hand,  not  built  into  the  system,  money  or 
other  credits,  tools  and  appliances  and  real  estate  and  buildings. 
The  tax  commission  assesses  the  distributable  property ;  local 
assessors,  the  local  property.  Authority  for  such  division  is  found 
in  Section  13002  and  13027,  R.  S.  Mo.' 1919,  relating  to  the  assess- 
ment of  railroads.  Authority  for  the  assessment  of  other  public 
utilities  is  based,  principally,  on  the  same  law.  Other  sections  pro- 
vide that  such  utilities  shall  be  assessed  and  taxed  in  like  manner 
and  to  the  same  extent  as  railroad  property  is  now  assessed  and 
taxed. 

Steam  railroads,  telegraph  and  telephone  companies,  toll  bridges, 
electrical  companies  and  electric  transmission  lines,  and  oil  pipe 
lines  are  assessed  in  part  by  the  tax  commission  and  in  part  by 
local  assessors.  All  the  property  of  street  railways  is  assessed  by 
the  commission.  .Ml  the  property  of  gas,  water  and  ice  companies, 
and  water  and  gas  pipe  lines  are  assessed  by  local  assessors,  al- 
though the  commission  often  advises  with  assessors  regarding  their 
value. 

Our  statutes  provide  that  the  total  value  of  the  distributable 
property  of  railroads  in  this  State  shall  be  allocated  to  each  county 
and  other  municipality  through  which  it  extends  on  a  main-line 
mileage  basis.  The  law  does  not. specifically  define  the  method  for 
distributing  the  value  of  other  public  utilities,  but  for  many  years 
values  have  been  distributed  as  follows :  Telephone,  telegraph,  elec- 
tric companies  and  electric  transmission  lines,  on  a  wire  mileage 
basis,  oil  pipe  lines  on  pipe  line  basis.  The  value  of  toll  bridges  is 
allocated  to  the  municipality  where  located. 
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BANK    STOCK 


Banks  and  trust  companies  are  assessed  by  local  assessors,  under 
Section  12775,  which  provides  that  the  president  or  other  chief 
officer  of  such  corporation  shall  deliver  to  the  assessor  a  list  of  its 
shares  of  stock  and  the  face  value  thereof,  the  value  of  real  estate, 
jf  any,  together  with  all  reserve  funds,  undivided  profits,  premiums 
or  earnings,  and  all  other  values  belonging  to  such  corporation, 
and  the  same  shall  be  assessed  as  other  property  at  their  true  value 
in  money,  less  the  value  of  real  estate,  if  any,  represented  by  such 
shares  of  stock.  Under  decisions  of  our  Supreme  Court,  banks  and 
trust  companies  are  permitted  to  deduct  all  liabilities,  in  arriving 
at  the  value  of  their  shares  of  stock  for  taxation  purposes. 

BUILDING    AND    LOAN    STOCK 

All  shares  of  stock  in  building  and  loan  associations,  upon  which 
no  loan  has  been  obtained,  shall  be  returned  to  the  local  assessor 
and  assessed  at  its  '"  actual  cash  value  "  on  the  first  day  of  June  of 
each  year. 

MERCHANTS    AND    MANUFACTURERS 

Under  special  laws,  property  of  merchants  and  manufacturers  is 
assessed  and  taxed  as  separate  classes.  The  owners  of  such  prop- 
erty shall  make,  in  the  case  of  merchants,  a  sworn  statement  of  the 
greatest  amount  of  goods,  wares  and  merchandise  which  they  had 
on  hand  at  any  one  time  between  the  first  Monday  in  March  and 
the  first  Monday  of  June  of  each  year.  Such  statement  shall  in- 
clude all  goods,  etc.  owned  by  the  merchant  and  consigned  to  him 
for  sale  by  other  parties.  Manufacturers  make  returns  and  are 
licensed  and  taxed  on  all  raw  material  and  finished  products,  tools, 
machinery  and  appliances  used  by  them,  in  the  same  manner  as  is 
or  may  be  provided  for  the  taxing  and  licensing  of  merchants. 
Rates  shall  be  the  same  on  merchants  and  manufacturers  and  their 
taxes  due  and  payable  the  year  of  assessment.  The  assessor  shall 
enter  such  statements  in  a  tax  book,  which  shall  be  equalized  by 
the  county  board. 

While  the  State  Board  of  Equalization  fixes  the  final  value  upon 
which  general  and  corporation  taxes  are  to  be  extended,  it  does  not 
equalize  the  value  of  the  property  of  merchants  and  manufacturers. 

INTANGIBLES 

Intangible  property,  that  is,  money,  notes,  bonds  and  other  evi- 
dence of  debt  is  subject  to  assessment  at  its  true  value  in  money 
and  taxed  at  the  same  rate  of  levy  as  all  other  property  of  the  state. 
It  appears  from  the  records,  and  what  seems  to  be  common  knowl- 
edge, that  only  a  very  small  part  of  such  property  is  placed  on  the 
assessment  rolls. 
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All  other  business  corporations  shall  make  return  of  their  prop- 
erty to  local  authorities,  which  property  shall  be  assessed  in  the 
same  manner  and  to  the  same  extent  as  the  property  of  individuals. 

TAX-LEVYING  BODIES,   TAX   LEVIES   AND  TAXES 

We  have  five  general  tax-levying  bodies,  viz :  The  general  as- 
sembly which  makes  levies  for  all  state  purposes;  county  courts  for 
all  county  purposes;  city  councils  and  boards  of  aldermen  for  town 
and  city  purposes;  district  school  boards  for  school  purposes,  and 
road  commissioners  for  special  road  districts.  Also  the  general 
assembly  has,  by  law,  provided  means  of  raising  revenue  from 
sources  other  than  by  a  direct  tax  on  property,  the  most  impor- 
tant of  which  are  income,  corporation  franchise  and  inheritance 
taxes.  It  has  also  provided  for  the  collection  of  fees  from  a  num- 
ber of  other  activities  carried  on  in  this  state. 

Our  general  state  revenue  is  derived  from  sources  as  follows, 
viz : 

First:  Tax  of  5  cents  on  the  $100  valuation  on  real  and  per- 
sonal property;  property  and  assets  of  corporate  companies;  stock 
and  undivided  profits  of  banks  and  local  insurance  companies;  the 
property  of  merchants  and  manufacturers;  the  property  of  railroad, 
private  car,  bridge,  telegraph  and  telephone  companies;  steamboats 
and  other  vessels,  oil  pipe  lines  and  electrical  companies,  and  all 
other  property,  subject  to  taxation,  which  is  not  otherwise  taxed. 

Second:  Tax  of  2^  per  cent  on  gross  receipts  for  business  done 
in  this  state  by  express  companies. 

Third:  One-half  of  the  tax  of  2  per  cent  on  the  gross  premiums 
collected  in  this  state  by  foreign  insurance  companies,  which  tax 
is  in  lieu  of  all  other  taxes. 

Fourth :  License  tax  on  auctioneers,  brokers  and  exchange  deal- 
ers, peddlers,  ferries  and  billiard  and  other  tables. 

Fifth:  Tax  of  IV2  per  cent  on  sales  of  dutiable  goods  by  auc- 
tioneers. 

Sixth :  Fees  paid  by  corporations,  when  articles  of  incorporation 
are  issued,  under  Section  21,  Article  10  of  the  constitution. 

Seventh :  Interest  on  moneys  in  state  depositories. 

Eighth :  F"ees  for  services  of  secretary  of  state,  issuing  commis- 
sions, etc.,  and  of  state  auditor,  registering  municipal  bonds. 

Ninth:  Fees  for  commissions  of  notaries  public. 

Tenth :  Receipts  from  sales  of  Statutes  of  Session  Acts. 

Eleventh:  Receipts  from  fees  for  inspection  of  soft  drinks 
and  oils. 

Twelfth:  Excess  fees  from  clerks  of  supreme  court.  Kansas 
City  Court  of  Appeals,  St.  Louis  Court  of  Appeals  and  Springfield 
Court  of  Appeals. 


38  NATIONAL  TAX  ASSOCIATION 

Thirteenth :  Tax  of  1  per  cent  on  incomes.  Administration  by 
local  officials  under  the  supervision  of  the  state  auditor. 

Fourteenth:  Tax  of  5  cents  on  each  $100  of  capital  stock  and 
surplus  of  corporations,  known  as  corporation  franchise  tax.  Ad- 
ministration by  the  state  tax  commission. 

.•  Fifteenth  Direct  inheritance  tax.     Administration  by  state  treas- 
urer and  attorney  general. 

Sixteenth :  All  receipts  into  the  state  treasury  not  required  by 
law  to  be  placed  to  the  credit  of  some  other  jund. 

Seventeenth  :  Fees  ice-cream  inspection,  egg  traffic,  dairy  license. 

For  the  year  1929  the  receipts  from  all  these  sources  were 
$14,441,829.86,  of  which  $2,729,738.34  or  18.907^  was  derived  from 
inheritance  taxes;  $2,348,491.68  or  16.26%  from  corporation  fran- 
chise taxes;  $1,229,654.09  or  8.51'.'c  from  county  foreign  insur- 
ance; $4,252,489.19  or  29.44?c  from  income,  and  $2,491,295.90  or 
17.227c  from  ad  valorem  taxes  on  property,  and  the  balance  of 
$1,390,160.66  or  16.677o  from  all  other  sources. 

The  disbursements  from  this  fund  are  as  follows : 

First:  For  support  of  the  public  schools,  one-third  of  the  re- 
ceipts as  appropriated  by  the  general  assembly. 

Second :  For  pay  and  contingent  expenses  of  the  general  as- 
sembly, salaries  of  officers,  costs  in  criminal  cases,  assessing  and 
collecting  the  revenue,  support,  improvement  and  repair  of  the 
eleemosynary,  educational  and  penal  institutions,  and  all  other  ex- 
penses of  the  state  government. 

From  this  fund,  nicluding  the  balance  at  the  beginning  of  the 
year  1929,  warrants  were  issued  amounting  to  $10,482,319.17  and 
$4,831,792.10  was  transferred  to  the  state  school  fund,  leaving  a 
balance  of  $857,458.53. 

The  State  levies  a  license  tax  on  automobiles.  The  law  is  ad- 
ministered by  the  Secretary  of  State. 

Also,  we  have  a  gasoline  tax  of  2  cents  per  gallon.  The  law  is 
administered  by  the  state  oil  department,  a  commission  created 
for  the  purpose  of  inspecting  oils  and  gas,  and  collecting  the  tax. 
A  large  sum  is  collected  from  these  sources  and  the  entire  amount 
is  used  for  construction  of  highways,  the  administration  of  the 
state  highway  department  and  expenses  of  licensing  automobiles 
and  the  collection  of  the  tax. 

COUNTY    GOVERNMENT 

The  business  administration  of  all  counties  in  this  state  is  ad- 
ministered by  county  courts  composed  of  three  judges  and  a  clerk, 
all  holding  their  offices  by  election. 

The  court,  independent  of  all  other  administrative  officials,  con- 
ducts its  business  affairs  under  the  provisions  of  the  statutes  appli- 
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cable  to  their  particular  county.  It  makes  the  various  tax  levies 
necessary  to  raise  sufficient  funds  to  carry  on  the  activities  of  the 
county  and  to  meet  general  expenses.  It  directs  the  expenditure 
of  all  money  used  in  the  construction  and  maintenance  of  county 
roads  and  bridges  and  all  other  improvements  and  expense  neces- 
sarily incurred  in  the  general  management  of  the  business  affairs 
of  the  county.  It  audits  all  claims  against  the  county  for  money 
due,  and  when  approved,  orders  payment  of  same. 

Our  constitution  and  laws  limit  the  amount  of  taxes  to  be  levied 
as  follows : 

For  county  purposes,  the  annual  tax  on  proi)erty,  not  including 
taxes  for  the  payment  of  valid  bonded  indebtedness  or  renewal 
bonds  issued  in  lieu  thereof,  shall  not  in  any  county  in  this  state 
exceed  the  rates  herein  specified. 

In  counties  having  six  million  dollars  or  less,  said  rate  shall  not 
exceed  fifty  cents  on  the  one  hundred  dollars  valuation;  in  coun- 
ties having  six  million  dollars  and  less  than  ten  million,  said  rate 
shall  not  exceed  forty  cents  on  the  one  hundred  dollars  valuation ; 
in  counties  having  ten  million  dollars  and  not  exceeding  thirty  mil- 
lion, said  rate  shall  not  exceed  fifty  cents  on  the  one  hundred 
dollars  valuation;  and  in  counties  having  thirty  million  dollars,  or 
more,  said  rate  shall  not  exceed  thirty-five  cents  on  the  one  hundred 
dollars  valuation. 

CITY    GOVERNMENT 

City  governments  are  conducted  by  local  elective  and  appointive 
officers.  Their  business  affairs  are  carried  on  in  substantially  the 
same  manner  as  those  of  the  counties.  They  levy  and  collect  taxes 
and  licenses  for  the  support  and  maintenance  of  their  governments. 
In  most  cities  the  mayor  and  council  are  the  business  managers  of 
the  city.  They  fix  the  rate  of  tax  levy  and  licenses  for  city  purpose 
and  direct  the  expenditure  of  money  for  public  improvements,  re- 
pairs, and  general  expenses  of  the  city  or  town.  Their  govern- 
ments are  independent  of  the  county  and  state  authorities. 


The  state  is  divided  into  more  than  8,000  public  school  districts. 
They  are  classified  as  city  and  town,  rural  and  consolidated.  Each 
is  governed  by  a  board  of  directors,  who  levy  taxes  and  direct  the 
expenditure  of  same.  If  additional  revenues  are  needed,  more  may 
be  obtained  by  a  vote  of  the  taxpayers  within  the  district  subject  to 
constitutional  limitations. 

All  the  districts  receive  a  small  apportionment  from  the  one-third 
of  the  state  revenue  appropriated  to  the  public  schools.  A  few 
weak  districts  receive  substantial  aid  from  this  source. 

Our  constitution  and  laws  restrict  the  amount  of  property  taxes 
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which  may  he  k-viod  l.ir  ^cIkh.I  and  huilding'  i.tirposcs.  as  follows: 
City  ,111(1  town,  and  ciin>()lidatrd  schools  may.  hy  majority  vote, 
levy  one  dollar  on  each  one  hundred  dollars  assessed  valuation  for 
school  purposes  and  the  same  anionnt  for  Ijuilding  purposes.  Rural 
schools  may.  h>  niajority  xote,  levy  sixty-tive  cents  on  each  one 
hundred  dollars  assessed  valuation  for  school  ])urposes  and  the 
■same    amount    for    hinldni-.      In    addition    to   the    property   tax    and 

from  which  it  derives  a  small  niconie.  'idle  report  of  the  state 
siii>eriiiteiideiit  of  schools  sl],,\\s  that  S.s'-'of  the  re\  eiiue  in  local 
districts  Is  derixed  from  a  tax  on  pioi»erty.  1 1  .(KS' r  from  api)ropria- 
tions  hy  the  state,  and  3.S''''   is  derived  from  other  sources. 

While  the  school  district  is  the  smallest  municipal  organization 
authorized  to  le\\  taxes,  yet  the  comliined  revenue  for  school  ])nr- 
poses  exceed-  the  anionnt  raised  hy  any  other  taxing  sulidivisidn 
of  the  state. 

foreign    corporations    doing    husiness    in    this    state,    sliall    ]iay    an 

Provided,  that  this  law  sliall  imt  apply  to  corjiorations  not  organ- 
ized for  protit.  nor  to  ex]iress  companies,  which  now  pay  an  annual 
tax  on  their  gross  receipts  in  this  state,  and  insurance  companies, 
which  pay  an  aniina!  tax  on  their  gross  ])remiuni  receii)ts  in  this 
.^tate. 

Provided,  hank  deposits  shall  he  considered  as  funds  of  the  indi- 
vidual depositor,  an<l  sl,all  not  he  considered  in  computing  the  tax. 

Returns  are  made  to  the  state  tax  commission,  which  computes 
tin-  tax.  and  certifies  same  to  the  state  treasurer  for  collection. 

If  an>-  domestic  corporation,  suhject  to  the  tax,  fail  or  neglect  to 
iii.ake  the  re])ort  reciuired,  it  shall  h,ive  its  charter  revoked;  if  a 
foi-eign  coi'poration,  it  sji.all  forfeit  its  right  to  engage  in  husiness 
in  this  state.  It  is  the  duty  of  the  ;ittorney  general,  or  at  his 
direction,  conntv  prosecuting  ;ittoriie>s.  to  enforce  the  laws  relating 
thereto.  The  la-port  shall  he  made  on  forms  prescrilied  liy  the  tax 
commission,  as  pr,,vided  in  .Section  ''837  K.  S.  Mo.  1919. 

Re])ort  must  he  s\\orii  to.  and  tiled  with  the  commission  on  or 
hefore  March  1  st  of  each  year. 

The  report  should  show  the  status  of  the  comp.any.  ;ts  of  Decem- 
her  .^1   of  e:ich  year  preceding  hling  d.ate. 

The  C(jmniissi,,n  recjuires  that  a  halance  sheet,  showing  the  assets 
and  li.ahilities.   he   .att.ached   to  the   report;   ctjrpor.atioiis  using  fiscal 

Taxes  are  due  May  15.  ;tnd  should  he  remitted  direct  to  the 
state  treasurer. 
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If  not  paid  by  June  1st,  they  are  returned  delinquent,  and  if  not 
paid  by  August  1st,  a  penalty  of  25%  of  the  tax.  and  interest  at  the 
rate  of  one  per  cent  per  month  is  added. 

The  attorney  general  collects  delinquent  franchise  taxes. 

The  tax  is  computed  on  capital  stock  and  surplus. 

Surplus,  for  the  purpose  of  this  tax,  is  the  difference  between 
the  par  value  of  the  capital  stock  and  the  gross  value  of  assets, 
without  regard  to  liabilities.     282  Mo.  221  and  6  S.  W.  (2d)  907. 

For  the  purpose  of  this  tax,  no  par  shares  of  stock  shall  be  con- 
sidered equal  to  par  value  shares  of  $5.00  each. 

The  law  relating  to  no  par  shares  was  amended  bv  Session  Laws 
1929,  P.  329. 

If  the  par  value  of  tlie  capital  stock  issued  and  outstanding  is 
greater  than  the  actual  value  of  the  assets,  the  tax  will  be  computed 
on  the  capital  stock. 

Both  domestic  and  foreign  corporations  pay  taxes  only  on  the 
amount  of  their  property  and  assets  employed  in  Missouri. 

Building  and  loan  associations  shall  pay  a  specific  tax  of  $25.00. 
Other  provisions  with  reference  to  specific  taxes  are  found  in  Sec- 
tion 9841.  R.  S.  Mo..  1919. 

No  corporation,  other  than  banks  and  trust  companies,  has 
authority  to  consider  deposits,  the  property  of  the  depositor. 

A  corporation  continuing  business  under  receivership,  shall  make 
return  and  pay  the  tax. 

Corporations  must  file  statement  of  withdrawal  with  the  secre- 
tary of  state  to  avoid  further  taxation. 

Stock  of  a  foreign  corporation  held  by  a  domestic  corporation 
is  a  deductible  item. 

Stocks  owned  by  a  domestic  corporation  in  a  foreign  corpora- 
tion, are  deductible. 

Stock  owned  by  a  domestic  corporation  in  another  corporation, 
is  not  deductible. 

Federal  securities  held  by  a  corporation  are  not  deductible. 

Bonds  and  notes  of  a  foreign  corporation  held  by  a  domestic 
corporation,  are  not  deductible. 

Bonds  and  notes  of  a  domestic  corporation  held  by  another  do- 
mestic corporation,  are  not  deductible. 

Assets  of  a  Missouri  corporation  held  without  the  state,  but  not 
actively  used  in  carrying  on  the  business  for  which  the  corpora- 
tion was  organized,  should  be  reported  as  assets  within  this  state. 

Intangibles  should  be  allocated  to  the  domicile  of  the  corporation. 
But  intangibles  arising  out  of  branch  business,  and  controlled  by 
the  branch,  should  be  allocated  to  the  domicile  of  the  branch  busi- 
ness, whether  domestic  or  foreign. 

Outstanding  accounts  due,  either  from  a  domestic  corporation  or 
accounts  due   from   a   foreign   corporation,   doing  business   in  this 
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state,  such  accounts  of  the  foreign  corporation  having  arisen  out  of 
business  done  in  this  state,  should  be  reported  for  taxation. 

Money  and  securities  deposited  with  correspondent  banks,  or 
others,  in  foreign  states  to  facilitate  exchange,  is  not  considered 
capita!  employed  in  business  in  other  states. 

The  commission  may  summon  witnesses  to  give  testimony  witli 
.reference  to  this  tax.  Also  it  may  appoint  a  commissioner  to  take 
testimony  in  any  proceeding  or  inquiry  arising  with  reference  to 
the  tax. 

Neither  the  commission  nor  any  one  aannected  with  the  ad- 
ministration of  the  law  shall  give  out  any  information  regarding 
the  affairs  of  any  corporation. 

Chairman  Smith  :  By  referring  to  your  programs  you  will  note 
a  discussion  is  to  be  had  of  the  four  papers  to  be  read  this  morning 
immediately  after  the  conclusion  of  the  last  paper,  so  please  make 
your  pencil  notations  and  mental  reservations  for  that  time. 

Our  next  speaker  is  a  man  who  has  given  much  study  to  the 
subject  of  taxation  and  finance.  His  articles  which  have  appeared 
in  the  press  have  proved  to  be  extremely  interesting  to  the  public. 
It  is  now  my  pleasure  to  present  Doctor  Isidor  Loeb.  of  Washington 
University,  St.  Louis,  who  will  speak  on  the  subject  of  ''  Proposed 
Changes  in  Missouri  Taxation  and  Finance." 

PROPOSED  CHANGES  IN  MISSOURI 
TAXATION  AND  FINANCE 

ISIDOR    LOEB 
Washington   University 

It  is  desirable  to  preface  the  discussion  of  this  topic  with  a  brief 
account  of  the  conditions  which  led  to  the  enactment  of  the  statute 
creating  the  Missouri  State  Survey  Commission  which  has  proposed 
the  changes  that  will  be  discussed. 

Missouri  has  followed  the  policy  of  local  control  of  public  schools 
and  has  used  the  small  district  as  opposed  to  the  township  or  county 
as  the  unit  of  school  administration.  As  a  result  most  of  the  rural 
school  districts  have  been  unable  to  secure  sufficient  money  for 
school  purposes  by  local  taxation.  They  secured  some  assistance 
from  their  share  of  the  income  of  the  various  school  funds  and  of 
annual  appropriations  of  one-third  of  the  .state  revenue  for  school 
purposes,  but  these  produced  only  a  small  amount  for  each  child  in 
the  school.  Under  these  conditions  most  of  the  districts  could  not 
provide  satisfactory  teachers,  buildings  or  equipment. 

Any  substantial  increase  in  the  state  appropriation  for  public 
schools  was  made  impossible  by  the  fact  that  the  revenue  of  the 
state  was  too  small  to  meet  the  needs  of  the  state  government  and 
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its  institutions.  This  condition  has  existed  off  and  on  for  thirty 
years.  It  was  due  first  to  the  fact  that  most  of  the  state's  revenue 
came  from  the  tax  on  property  and  the  constitution  prohibited  any 
increase  in  the  rate  of  this  tax.  The  second  cause  was  the  large 
increase  in  state  activities  and  in  tlie  number  of  state  institutions 
resulting  in  greater  demands  upon  the  state's  revenue. 

Some  relief  was  secured  in  1917  through  legislation  providing  a 
number  of  new  taxes  of  which  those  on  incomes,  corporation  fran- 
chises and  inheritances  were  the  most  important.  Soon  afterwards, 
however,  the  legislature  reduced  the  rate  of  the  first  two  of  these 
taxes  as  well  as  of  the  general  property  tax,  with  the  result  that 
deficits  were  prevented  only  by  the  policy  of  vetoing  and  holding 
up  items  in  appropriations.  Hence  state  institutions  have  secured 
only  a  few  buildings  during  the  last  decade  and  maintenance  funds 
have  been  wholly  inadequate. 

As  agreement  could  not  be  secured  for  bills  providing  for  in- 
creases in  taxation,  the  legislature,  in  1929,  passed  the  State  Survey 
Commission  Act  and  appropriated  $60,000  to  pay  the  expenses  of 
the  commission.  The  duties  of  the  commission  were  defined  as 
follows  : 

"  The  commission  shall  make  a  full  and  complete  examina- 
tion and  survey  of  the  financial  and  revenue  resources  and 
needs  of  the  state  and  of  the  several  departments  of  state 
government  and  of  the  grounds,  buildings,  equipment,  facili- 
ties, operations  and  needs  of  the  state  eleemosynary,  penal  and 
educational  institutions,  and  of  the  public  school  system  and  of 
the  facilities  afforded  to  each  child  of  whatever  race  to  secure 
an  education.  ...  It  shall  complete  its  work  on  or  before  the 
30th  day  of  November,  1929,  and  make  a  full  report  to  the 
governor  of  its  findings  and  recommendations  with  a  detailed 
estimate  of  the  cost  of  improvements  recommended.  It  shall 
also  include  the  amount  of  additional  revenue,  if  any,  that 
would  be  required  and  the  methods  recommended  for  providing 
such  revenue." 

The  report  of  the  State  Survey  Commission  was  published  in  a 
volume  of  nearly  200  pages.  The  commission  published  also  six 
supplementary  volumes  containing  material  relating  to  the  dift'erent 
divisions  of  the  commission's  work.  Three  of  these,  dealing  with 
The  Taxation  System  of  Missouri,  The  Finances  of  the  State  of 
Missouri,  and  Financial  Administration  of  the  State  of  Missouri, 
were  prepared  by  Griffenhagen  and  Associates,  Ltd.,  v,-ho  were 
employed  by  the  commission  to  make  these  studies.  The  governor 
will  submit  the  report  of  the  commission  with  his  recommendations 
at  the  next  session  of  the  general  assembly  in  January,  1931. 
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The  commission  submitted  findings  regarding  the  needs  of  the 
public  schools;  state  institutions,  and  a  few  departments,  with 
recommendations  for  a  ten-year  program  of  expenditures  to  meet 
these  needs.  As  a  basis  for  determining  the  additional  revenue 
that  would  be  required  for  this  program  it  had  its  experts  make  an 
estimate  of  revenues  and  expenses  for  the  ten-year  period,  1931-40, 
under  existing  laws,  and  for  existing  services,  assuming  no  changes 
in  policies,  organization,  plant  facilities,  nor  operating  methods. 
This  forecast  revealed  a  net  surplus  for  the  ten-year  period  of 
$1,058,673.  ■  Hence  the  commission's  recommemdations  for  addi- 
tional expenditures  involved  the  raising  of  approximately  the  same 
amount  of  additional  revenue. 

The  following  table  indicates  the  estimated  costs  of  meeting  the 
commission's  recommendations  for  the  ten-year  period : 

T.'.lil.F.    OF    IN"CKE\SKI)     Kxi'E\I>m"KES 

Total 
Purpose  Capital  I  iici-i-ascd  Increased 

Outlays  Support         Expenditures 

State    Educational    Institutions...  $16,178,000  $   12,081,600  $  28,259,600 

Public    Schools    2,100,000  100,600,000  102,700,000 

State  Eleemosynary  Institutions  .  .  16,175,000  40,392,800  56,567,800 

State  Penal    Institutions    4,512,000          4,512,000 

Administrative  Office   IJuilding   .  .  500,000          500,000 

Governor's   Mansion     150,000          150,000 


Totals    $39,615,000       $153,074,400       $192,689,400 

Some  deductions  must  be  made  from  the  total  of  capital  outlays 
because  certain  appropriations,  held  up  by  the  governor,  have  been 
or  may  be  released  by  him  before  the  end  of  this  year,  thus  reduc- 
ing certain  items  included  in  the  commission's  recommendations. 
The  maximum  amount,  according  to  the  commission,  is  $1,716,500. 
It  is  impossible  to  determine  how  much  of  this  amount  will  be 
expended  before  the  appropriations  lapse. 

On  the  other  hand,,  the  commission,  in  preparing  its  figures, 
clearly  omitted  or  underestimated  certain  items,  so  that  to  carry  out 
the  entire  program  as  proposed  would  require  a  larger  amount  than 
indicated.  The  commission  does  not  make  any  recommendation  for 
increase  in  appropriations  for  support  of  penal  institutions  and 
reformatories,  though  some  of  its  proposals  necessarily  involve  in- 
creased expense  lor  upkeep  and  salaries.  A  similar  omission  to 
provide  for  increased  overhead  occurs  in  one  of  the  eleemosynary 
institutions. 

The  most  important  example  of  underestimating  costs  is  in  the 
matter  of  state  aid  for  public  schools.  The  commission's  report  does 
not  give  any  information  regarding  the  basis  upon  which  it  arrived 
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at  this  estimate.  The  educational  experts  employed  by  the  commis- 
sion submitted  statistical  tables  in  support  of  a  plan  proposed  by 
them.  The  commission  made  significant  changes  in  the  experts' 
plan,  thereby  materially  reducing  the  cost  to  the  state.  Under  the 
experts'  plan  increased  state  aid  during  the  ten-year  period  would 
have  amounted  to  $165,300,000.  The  commission's  estimate  was 
$102,700,000.  By  using  the  experts'  tables,  with  allowances  for  the 
differences  in  the  plans,  and  making  assumptions  that  appear  to  be 
in  line  with  those  indicated  in  the  commission's  report,  an  amount 
is  obtained  that  is  about  $6,000,000  in  excess  of  that  estimated  by 
the  commission. 

Adding  to  the  total  increased  expenditures  recommended  by  the 
commission  an  estimate  of  the  amounts  omitted  or  underestimated 
and  subtracting  an  estimate  of  the  money  spent  during  the  present 
biennium  under  releases  by  the  governor  would  give  approximately 
$200,000,000  to  be  provided  for  through  additional  state  revenue. 

It  should  be  noted  also  that  the  commission's  public  school  plan 
does  not  go  into  full  operation  until  the  beginning  of  the  eleventh 
year.  No  figure  is  given  for  its  cost  after  that  date  but  according 
to  the  commission's  figures  for  the  previous  biennium  the  annual 
additional  state  aid  above  that  which  now  obtains  would  be  about 
$15,000,000.  Hence,  the  mcreased  cost  to  the  state  of  the  commis- 
sion's plan  during  the  second  decade  would  be  about  $150,000,000, 
or  nearly  5070  more  than  during  the  first  ten-year  period. 

The  totals  of  increased  expenditures  recommended  should  be 
compared  with  the  existing  normal  costs  of  the  state.  Missouri  has 
many  funds  in  its  treasury  but  the  General  Revenue  Fund  is  the 
one  out  of  which  most  of  the  appropriations  for  public  schools  and 
practically  all  for  state  institutions  are  made,  and  it  is  the  one 
from  which  the  increased  expenses  recommended  by  the  commis- 
sion must  be  paid.  The  experts'  figures  for  1928  (the  latest  for 
which  they  had  definite  statistics)  show  that  the  total  receipts  in 
this  fund  were  $13,653,575,  of  which  $212,995  was  non-tax  revenue. 
Hence  the  commission's  figures  involve  an  average  annual  increase 
in  state  tax  revenue  for  this  fund  of  143%. 

It  should  not  be  assumed,  however,  that  all  of  this  is  new  ex- 
]jenditure  or  new  tax  burden.  One  of  the  outstanding  features  of 
the  commission's  plan  is  tax  relief  for  property.  Of  the  total 
recommended  for  increased  expenditures  for  eleemosynary  institu- 
tions, $34,122,500  represents  a  transfer  from  the  counties  to  the 
state  of  the  cost  of  the  support  of  inmates  in  these  institutions.  To 
this  should  probably  be  added  $1,100,000  for  estimated  overhead  of 
the  St.  Louis  City  Sanitarium  which  it  is  recommended  shall  be 
taken  over  by  the  state. 

A  large  part  of  the  total  of  increased  expenses  for  public  schools 
also  represents  a  transfer.     While  the  commission  gave  no  definite 
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t'li^urr-  oil  this  lu.iiit,  crrtaiu  dat;'  siilmiittrd  by  the  educational  ex- 
pert- makes  it  possdiK..  wuhmu  any  ineteiise  of  exactness,  to  indi- 
cate that  apiM-oxiniately  s()3, 71)11.01)1)  represents  educational  costs 
tran>terred  iroin  school  distnets  to  the  state,  leaving  $37,000,000 
as  the  unount  lo  he  expended  lor  educational  expansion.  If  this 
estimate  Is  aiSproxiiuately  correct.  .$100,922,500  of  the  nicreased 
expendituies  recommended  by  the  commission  represents  tax  relief 
lor  counties  .and  school  districts  while  $91,766,900.  as  new  expendi- 
ture, will  represent  increased  tax  hurden. 

l)iiMic  statement  List  month,  clauned  that  approximately  $150,000,000 
of  the  tot.d  pr()i)()sed  iiicrcise  of  $192,689,400  represents  existing 
t.axation  tr.ansferred  from  local  .governments  to  the  state.  In  arriv- 
ing at  this  figure,  he  liste.l  approximately  $100,000,000  for  public 
schools  as  tax  relief.  As  tlie  tot.il  amount  recommended  for  public 
.schools  is  only  ,^  102. 700. 000.  and  as  one  of  the  chief  purposes  was 
to  secure  improvement  of  educational  opportunities,  it  is  clear  that 
his  estimate  is  absurd.  It  is  contradicted,  moreover,  by  the  i)uli- 
lished  hgures  of  the  commission's  educational  experts. 

()f  the  total  of  $39,615,000  capital  exi)enditures  the  commission 
recommends  that  $13,118,800  shall  be  provided  during  the  first 
biennium  and  that  the  balance  shall  be  spread  over  the  remaining 
ei^lit  >  ears.  It  is  indicated  that  this  plan  "  will  permit  of  definite 
jjid-rams  of  development  at  the  various  institutions  and  the  plan- 
iiiiiL;  of  luiildings  to  better  fit  the  needs."  The  commission  favors. 
also,  the  "  pay-as-we-go  "  basis,  as  "  it  would  seem  much  more  eco- 
nomical to  provide  funds  from  annual  income,  since  the  interest 
and  sinking  fund  on  boiuU  would  smm  nearly  e(|ual  the  annual 
outlay."  The  desirability  ot"  ielie\ing  juoperty  from  additional  tax 
burden^  due  to  bond  issues  w.is  also  an  important  reason  for  paying 
for  capital  outlays  out  of  increased  current  income  which,  as  will 
be  indicated,  was  to  be  deri\ed  from  other  sources  than  the  prop- 
erty tax. 

Before  preseritmg  the  recoinmeiidations  for  specific  increases  in 
taxes  it  is  important  to  note  that  the  commission  makes  its  estimate 
of  increased  revemie  from  such  taxation  cover  a  period  of  twelve 
years  and  that  the  total  foreseen  for  this  period  is  much  less  than 
the  iM'oposed  ex])enditures  for  the  ten-year  period.  For  the  first 
ten  years  of  the  twelve-year  period  the  commission  estimates  that 
the  revenue  from  increased  taxation  will  amount  to  $128,750,000. 
Thus.  ;it  first  gl; 
the  le-islature 
revenue    for    iIk 
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obligations  incurred  to  carry  out  the  ])rogram  outlined  herein  until 
the  taxes  levied  to  support  the  plan  have  been  in  effect  one  year." 
In  Missouri,  most  bills  that  are  passed  do  not  go  into  effect  until 
90  days  after  the  adjournment  of  the  legislature  that  enacts  them. 
The  general  assembly  will  meet  early  in  January,  1931.  Adjourn- 
ment comes  usually  in  three  months,  so  that  the  bills  passed  will 
probably  become  laws  early  in  July,  unless  suspended  by  referendum 
petitions.  The  income  tax  is  expected  to  produce  80%  of  the  in- 
creased revenue.  As  it  cannot  be  made  retroactive  the  increased 
tax  on  incomes,  accruing  in  1931.  can  apply  only  to  the  last  six 
months  and  will  not  be  paid  until  June,  "1932. 

It  is  probable  therefore  that  the  commission  contemplated  that 
little  if  any  of  the  expenditures  provided  in  its  program  would  be 
made  during  the  biennium  1931-32.  This  is  the  most  favorable 
interpretation  of  the  motive  of  the  commission  in  submitting  a 
twelve-year  program  of  increased'  revenue  to  cover  a  ten-year 
period  of  increased  expenditures.  Assuming  that  it  is  correct,  the 
increased  revenue  will  accumulate  for  one  and  one-half  years  and 
the  increased  expenditures  will  commence  in  1933.  Thus  the 
twelve-year  program  of  revenue  will  roughly  correspond  to  the 
ten-year  period  of  expenditure. 

The  commission  forecast  $158,800,000  of  additional  revenue  dur- 
ing the  above  twelve-year  period.  This  leaves  a  balance  of 
$33,889,400  of  increased  expenditures  unprovided  for.  While  the 
commission  here,  also,  offers  no  explanation,  it  appears  from  its 
findings  that  it  favored  certain  additional  taxes  to  provide  for  this 
deficit  but  for  some  reason  decided  not  to  formally  recommend 
them.     These  will  be  referred  to  presently. 

The  statute  creating  the  commission  and  the  events  leading  to  its 
enactment  do  not  appear  to  indicate  a  consideration  of  the  general 
problem  of  equalization  of  taxation.  The  commission,  however,  at 
the  outset  of  its  discussion  of  new  taxation,  frankly  says,  "  the 
raising  of  more  revenue  has  become  only  one  motive  in  the  pro- 
posed program."     Its  attitude  is  set  forth  as  follows : 

"  Aside  from  the  rehabilitation  of  the  present  plants  of  the 
various  state  institutions,  more  pressing  than  any  building  pro- 
gram, or  any  other  need  of  Missouri,  or  all  other  needs  put 
together,  are  a  readjustment  of  assessments  and  an  equalization 
of  the  tax  burden." 

It  is  also  indicated  that  the  latter  are  necessary  to  arrest  the  de- 
cline in  property  values  that  has  been  going  on  since  1912. 

The  commission's  recommendations  for. the  public  schools  were 
in  large  measure  intended  to  secure  equalization  in  support  on  a 
state-wide  basis  by  establishing  a  much  lower  local  school  tax  and 
by  transferring  the  balance  of  the  cost  of  support  to  the  central 
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treasury.  The  equalization  plan  owes  its  origin  to  the  educational 
experts  and  does  not  appear  to  have  been  recommended  by  the  tax 
experts,  though  they  recognized  the  necessity  for  state  aid  to  edu- 
cation based  upon  differences  in  the  tax-paying  ability  of  different 
-sections.  The  same  desire  for  tax  relief  for  counties  was  the 
impelling  motive  for  recommending  that  the  state  should  meet  the 
cost  of  full  support  for  inmates  of  eleemosynary  institutions.  These 
features  have  assumed  such  significance  that  the  popular  advocacy 
of  the  adoption  of  the  commission's  recommendations  has  largely 
stressed  tax  and  farm  relief  and  much  less  attention  has  been  given 
to  the  needs  of  state  institutions  and  the  improvement  of  oppor- 
tunities in  the  public  schools. 

The  commission  announced  that  the  following  objectives  were 
necessary  in  the  state's  taxation  system : 

1.  "That  of  correcting  faults  in  levying  taxes  and  in  ad- 
ministration which  result  in  evasion  and  inequalities." 

2.  "  That  of  equalizing  the  tax  burden  so,  as  nearly  as  pos- 
sible, all  people  in  all  sections  pay  their  just  share  of  state 
taxes." 

3.  "  That  of  providing  for  a  more  equitable  distribution  of 
the  revenues  received  from  state  taxes." 

4.  ■'  That  of  reduction  in  financial  transactions  between  the 
state  and  the  counties,  and  the  counties  and  the  state  to  the 
minimum,  with  resulting  simplification  of  accounting  and  sav- 
ing in  expense." 

5.  "  That  of  adding  to  the  state's  revenues  and  equalizing  the 
tax  burden  as  nearly  as  possible  in  order  to  meet  the  present 
and  future  needs  of  the  government  as  set  out  by  the  com- 
mission under  other  proposals." 

The  recommendations  of  the  commission,  which  are  designed  to 
secure  the  attainment  of  the  above  objectives  to  as  great  an  extent 
as  possible  may  be  summarized  as  follows : 

1.  On  account  of  wholesale  evasion,  "the  exemption  of  the  ever- 
increasing  intangible  wealth  of  the  state  from  the  assessment  for 
property-tax  purposes  is  recommended."  It  is  proposed  to  reach  in- 
tangible property  by  means  of  a  graduated  tax  on  incomes. 

Mr.  Langdon  R.  Jones,  a  member  of  the  commission  dissented 
from  this  recommendation  for  the  following  reasons: 

"  That  such  a  recommendation,  even  if  enacted  into  law, 
would  be  unconstitutional  and  unenforceable." 

"  That  real  estate  values  are  sufiiciently  depressed  under 
existing  conditions  and  intangibles  now  are  more  alluring  to 
capital  seeking  outlet  in  the  way  of  investments,  without  mak- 
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ing  intangibles  more  attractive  and  real  estate  less  attractive, 
as  in  my  opinion  this  recommendation  would  do." 
Mr.  Jones  is  probably  correct  in  his  view  that  this  recommendation 
would  require  a  constitutional  amendment,  though  as  much  may  not 
be  said  for  his  economic  views  on  this  matter. 

2.  That  a  "  Gross  Production  Tax,"  similar  to  that  of  Oklahoma 
be  substituted  for  the  present  property  value  tax  on  oil,  gas,  min- 
erals and  timber. 

3.  That  the  state  pay  to  all  school  districts  the  amount  by  which 
the  cost  of  adequate  public  schools  exceeds  the  yield  of  a  low 
school-tax  levy  which,  in  the  first  stage  is  20  cents,  and  in  the  final 
period  is  35  cents  on  the  $100  assessed  valuation. 

4.  That  a  method  similar  to  that  in  the  preceding  paragraph  be 
used  for  state  aid  for  local  street  and  road  improvement  and  main- 
tenance, at  any  time  in  the  future  when  it  is  possible  to  increase 
the  state  tax  rates  on  gasoline  and  motor  licenses  and  to  abolish 
local  taxes  of  this  character.  The  constitution  prohibits  the  in- 
crease of  the  state  rates  but  the  commission  indicates  that  condi- 
tions will  make  it  necessary  to  remove  this  limitation  after  1933. 

5.  It  is  recommended  ''  that  the  next  legislature  provide  for  a 
careful  study  and  revision  of  the  taxation  system,  as  well  as  the 
administration  thereof,  of  ^Missouri,  and  that  this  study  include 
luxury  taxes." 

6.  The  commission  recommends  the  "  pay-as-we-go  "  policy  in- 
stead of  a  bond  issue  lor  capital  expenditures  in  the  ten-year 
program. 

7.  That  the  amounts  recommended  for  buildings  for  each  insti- 
tution be  segregated  and  known  as  '"  building  funds  ". 

8.  That  the  one-half  of  the  proceeds  of  the  Foreign  Insurance 
Tax,  which  now  goes  to  the  counties  and  is  used  for  free  text- 
books, shall  be  diverted  to  the  state  as  a  part  of  the  twelve-year 
program  of  increased  revenue.  It  is  estimated  that  this  will  amount 
to  $16,500,000  in  the  twelve  years. 

9.  That  the  present  corporation  franchise  tax  be  increased  from 
one-twentieth  of  one  per  cent  to  one-tenth  of  one  per  cent. 

10.  That  the  present  income  tax  of  one  per  cent  be  increased  to 
2j4  per  cent  in  the  case  of  corporations  with  no  exemptions.  In 
the  case  of  individuals  the  present  and  proposed  rates  are  shown  in 
the  following  table,  with  the  same  exemptions  as  at  present,  i.  e. 
$2000  for  a  head  of  a  family  plus  $200  for  each  dependent  child 
and  $1000  for  other  persons  : 

4 
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Rates  on   Income  Normal  Tax 

Above  the  Exemptions 

Incomes   Teyminatiiig                        Additional  Present  Total 

Up  lo  $i,5QO K^%  1%  iH%     . 

$   1,500  and  above    i><%  1%  2>4% 

Surtax 

$  4,ooo~  7.000   y2% 

7,000-10,000    1%  _ 

10,000-13,000    ...;.... 1/4% 

i3,ooo-it),ooo    2% 

10,000-19,000       2j/2% 

19,000  antl  up  3% 

The  his/her  normal  rate  is  levied  upon  the  full  amount  of  all  incomes  that 
reach  $1,500  or  more  above  the  exemptions.  For  the  surtax,  $4,000  is  added 
to  the  exemption  and  the  income  above  this  amount  is  taxed  at  the  rate 
opposite  the  bracket  in  which  the  total  taxable  income  terminates. 

The  following  table  gives  a  comparison  of  the  present  and 
proposed  tax  comptited  for  a  married  man  with  two  dependent 
children : 

Knltrc  Income  Proposed  Tax  Present  Tax 

$     3,000  ...    $        q  $     6 

4,000  40  16 

5,000  65  26 

10,000  22b  76 

20,000  780  1 76 

100.000  5,248  976 

While  the  commission  recognizes  the  fact  that  the  Missouri 
exemptions  are  lower  than  the  federal  "'  results  in  effect  in  making 
the  state  law  unnecessarily  difficult  to  administer  fairly,"  it  regards 
the  state  exemptions  entirely  adequate  and  does  not  recommend 
any  change.  It  defends  the  proposed  increase  of  rates  upon  rela- 
tively small  incomes  on  the  ground  that  the  federal  tax  is  sharply 
progressive  upon  very  large  incomes,  with  great  exemptions  and 
very  low  rates  on  incomes  below  $20,000.  Hence  the  state  rates 
"  may  fairly  impose  a  considerable  extra  income  tax  in  the  lower 
and  middle  as  well  as  high  income  "  brackets  '  ".  The  commission 
does  not  appear  to  have  considered  the  question  of  a  lower  rate 
in  favor  of  earned  incomes,  such  as  is  provided  in  the  federal 
income  tax. 

In  its  forecast  of  additional  revenues  for  the  twelve-year  period, 
the  commission  estimates  an  increase  from  the  income  tax  of 
$7,000,000  for  the  first  year,  which  gradually  becomes  larger  until 
in  the  eighth  and  succeeding  years  it  is  given  as  $12,000,000.  It  is 
stated,  however,  that  "  the  higher  estimates  for  later  years  are 
submitted  with  the  clear  understanding  that  they  cannot  be  realized 


CHANGES  IX  MISSOURI  TAXATIOX  AND  FINANCE  51 

without  very  radical  strengthenin,<>-  of  the  administration."  The 
commission  in  its  findings  calls  attention  to  the  defects  in  the 
system  of  administration  of  the  income  tax  by  locally  elected  asses- 
sors with  inadequate  state  supervision.  Despite  the  fact  that  the 
revenue  needed  for  its  program  depends  upon  more  efficient  ad- 
ministration, the  commission  makes  no  specific  recommendation  re- 
garding this  important  matter. 

The  same  is  true  of  the  assessment  of  the  general  property  tax. 
The  commission  calls  attention  to  the  fact  that  inadequate  machin- 
ery for  assessment  in  both  kinds  of  taxes  results  in  evasion  of 
taxation  and  increase  of  burden  upon  those  who  do  not  evade. 
Though  it  had  indicated  in  the  beginning  of  its  discussion  of  taxa- 
tion that  a  readjustment  of  assessments  is  one  of  the  most  pressing 
of  Missouri's  needs,  it  contents  itself  at  the  end  with  a  recommen- 
dation that  the  legislature  provide  for  a  study  of  this  matter.  The 
commission  in  other  parts  of  its  report  had  recommended  appointive 
instead  of  elective  tenure  for  the  state  and  county  superintendents 
of  schools.  It  appears  to  have  favored  the  plan  but,  fearing  too 
much  opposition,  was  reluctant  to  make  a  specific  recommendation 
for  appointment  mstead  of  election  of  county  assessors. 

Previous  reference  has  been  made  to  the  fact  that  the  commis- 
sion's twelve-year  program  of  increased  revenue  for  the  first  ten 
years  was  nearly  $34,000,000  less  than  the  amount  of  increased 
expenditures  for  a  ten-year  period.  There  is  some  evidence  that 
this  was  due  to  a  last-moment  decision  to  abandon  a  plan  for 
tobacco,  beverage  and  theater  admissions  taxes.  The  commission 
states  "  that  it  is  firm  in  the  conviction  that  luxury  taxes  of  the 
proper  type  should  be  levied."  It  believed  that  these  taxes  would 
secure  revenue  from  "  a  very  considerable  population  ....  that 
owns  no  property  and  pays  no  tax."  The  commission  decided, 
however,  not  to  recommend  new  forms  of  taxation  in  starting  its 
program.  As  indicated  above,  its  recommendation  to  the  legisla- 
ture for  a  study  of  the  taxation  system  included  a  specific  reference 
to  luxury  taxes  and  it  probably  contemplated  that  these  would  be 
used  in  making  up  the  above  deficit. 

Any  estimate  of  the  work  of  the  survey  commission  must  take 
into  consideration  the  limited  time  available  for  its  enormous  task. 
The  statute  required  it  to  complete  its  work  on  or  before  November 
30',  1929.  The  commission  held  its  first  meeting  on  May  21st  and 
appointed  its  office  personnel  on  June  4th. 

The  educational  experts  were  employed  on  July  27th.  On  account 
of  the  limited  time,  they  insisted  that  their  report,  which  was  not 
submitted  until  November  25th,  should  be  regarded  as  of  a  pre- 
liminary character.  The  experts  on  taxation  and  finance  com- 
menced actual  work  on  August  2nd.  The  results  of  the  tax  studv 
were  submitted  on  November  11th  and  that  on  finances  on  Novem- 
ber 20th. 
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While  there  must  be  some  doubt  as  to  whether  the  members  of 
the  commission  had  sufficient  time  for  consideration  of  the  material 
and  deliberation  regarding  their  recommendations,  there  can  be  no 
qv;estion  regarding  their  unselfish  devotion  to  their  task.  Their 
exhibit  of  the  needs  of  the  public  schools  and  of  state  institutions 
is  of  outstanding  importance  and  deserves  the  intelligent  considera- 
tion of  all  citizens. 

The  most  general  criticism  of  the  commission  is  that  it  undertook 
to  accomplish  too  much  at  one  time.  Aside  from  any  other  con- 
sideration, it  is  certain  that  a  proposal  to  so  largely  increase  taxa- 
tion for  general  state  revenue  will  encounter  opposition  that  may 
imperil  the  entire  program. 

More  than  one-half  of  the  total  increase  is  for  public  schools. 
Of  this  amount,  however,  only  36%,  is  for  educational  improve- 
ment, the  balance  representing  tax  relief  for  school  districts. 
While  the  commission  favors  enlargement  of  these  districts,  its 
plan  leaves  this  entirely  voluntary  with  each  district.  There  is 
serious  danger  that  the  plan  will  result  in  the  perpetuation  of  the 
inadequate  and  inefficient  small  rural  district  and  do  more  harm 
than  good  to  the  cause  of  education. 

While  much  may  be  said  in  favor  of  state  support  of  the  mentally 
diseased,  the  commission's  recommendation  for  about  $35,000,000 
for  this  purpose  appears  to  have  been  chiefly  due  to  the  desire  to 
provide  tax  relief  for  counties.  The  president  of  the  board  of 
managers  of  state  eleemosynary  institutions  and  many  others  be- 
lieve that  this  may  jeopardize  the  program  for  securing  funds  for 
needed  buildings  and  removal  of  fire  hazards  and  they  suggest 
postponement  of  full  state  support  to  a  later  period. 

If  this  were  done  and  if  the  expenditures  for  public  schools  were 
confined  to  educational  needs  there  would  be  a  reduction  of  ap- 
proximately $100,000,000  in  the  proposed  state  expenditures.  This 
would  bring  the  program  within  workable  proportions  and  make  it 
possible  to  meet  the  pressing  needs  of  state  institutions  and  provide 
reasonably  good  educational  facilities  in  rural  districts,  where  they 
are  largely  non-existent  today. 

This  would  not  meet  the  demand  for  tax  reductions  on  property 
which  is  being  urged  largely  as  a  measure  of  farm  relief.  Un- 
doubtedly, most  Missouri  farmers  have  experienced  a  period  of 
serious  financial  depression.  Data  submitted  indicate  that  the  per- 
cent of  farm  income  required  for  taxes  has  been  increasing  mate- 
rially and  is  greater  than  the  percent  of  income  of  other  groups 
that  is  taken  for  state  and  local  revenue. 

It  does  not  follow,  however,  that  the  proposals  of  the  commis- 
sion constitute  any  substantial  or  logical  system  of  farm  relief. 
Dr.  R.  T.  Compton,  in  a  study  of  the  Fiscal  Problems  of  Rural 
Decline,  published  by  the  New  York   State  Tax  Commission   last 
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year,  says,  in  discussing  the  dangers  of  certain  methods  of  state  aid 
for  rural  schools : 

"  Much  as  rural  relief  is  to  be  desired,  the  state  must  not 
rush  into  any  untried  program.  It  is  quite  possible  that  re- 
forms might  do  more  harm  than  good  to  the  farmers  them- 
selves. Until  its  results,  desirable  and  undesirable  (for  the 
results  of  every  program  may  be  expected  to  be  of  both  types), 
can  be  predicted  with  fair  accuracy  any  proposal  should  be 
subjected  to  rigorous  examination." 

The  maximum  tax  savings  under  the  commission's  plan  on  the 
assessed  value  of  the  average  Missouri  farm  would  not  exceed  $25 
and  in  the  later  stages  of  the  public  school  program  it  would  be 
less  than  this  amount.  This  does  not  take  into  account  the  tax 
savings  on  personal  property  which  could  not  be  very  large.  This 
tax  saving,  though  small,  is  a  large  percent  of  the  farmer's  net 
income  if  living  expenses  for  himself  and  family  are  excluded. 

The  experts,  however,  are  in  error  in  stating  that  "  except  the 
property  tax,  there  is  no  tax  upon  agriculture  which  is  a  material 
burden."  Motor  vehicle  taxes  are  regarded  as  relatively  light  and 
compensated  for  by  increased  value  to  the  farms.  This  impression, 
true  enough  in  many  cases,  is  based  upon  early  discussions  of  this 
subject.  Later  studies,  including  that  of  Dr.  Compton  referred  to 
above,  show  that  "  many  property  owners  are  definitely  injured  by 
the  extension  of  the  improved  highway  system." 

A  recent  investigation  of  The  Relation  of  the  Tax  Burden  to 
F"arm  Land  Values  in  Boone  County,  Missouri,  by  Mr.  A.  E.  Van- 
Eaton,  states  that,  in  1927  these  taxes  required  an  average  of  18 
cents  per  acre  of  farm  land,  a  total  of  $28.80  for  a  160-acre  farm. 
The  revenue  from  these  taxes  has  built  good  roads  but  studies 
have  shown  that,  while  some  farmers  benefit  through  increased 
land  values,  farms,  that  in  some  cases  are  only  four  miles  from  an 
improved  highway,  fail  to  derive  any  such  benefit.  If  the  commis- 
sion's suggestion  for  increases  in  these  taxes  is  adopted,  most  far- 
mers may  lose  more  than  they  gain  through  the  proposed  reduction 
in  the  county  road  tax.  The  fundamental  tax  problem  of  farmers 
is  one  of  proper  readjustment  of  assessment,  and  for  this  the 
commission's  plan  offers  no  solution.  It  also  offers  no  relief  for 
tenant  farmers  who  operate  one-third  of  all  Missouri  farms. 

While  home  owners  in  towns  and  cities  will  also  have  some  tax 
savings  under  the  proposed  plan,  they  will  be,  in  many  cases,  more 
than  offset  by  increased  income  tax  payments.  It  is  a  definite  part 
of  the  commission's  plan  to  increase  the  tax  burden  of  those  with 
incomes  but  little  or  no  property,  i.  e.  skilled  workmen  and  the 
salaried  class.  As  indicated  above,  it  is  also  desired  to  include 
unskilled  laborers  by  means  of  tobacco,  beverage  and  admission 
taxes. 
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Landlords,  those  havinij  tenants  on  farms  and  in  houses  and 
apartments  in  cities,  together  witli  those  who  hold  land  for  si)ecu- 
lative  investment  will  be  the  real  beneticiaries  of  the  commission's 
plan.  Residents  of  other  states  owning  land  in  Missouri  will  also 
have  tax  relief  under  this  plan.  When  one  realizes  the  extent  to 
which  the  value  of  their  property  is  enhanced  by  public  improve- 
ments financed  by  general  taxation,  including  motor  license,  gaso- 
line and  other  taxes  on  consumption,  there  appears  little  justifica- 
tion for  tax  relief  even  if  they  are  suffering -irom  a  temporary 
depression  in  land  values. 

Part  of  the  existing  appeal  for  tax  relief  for  real  estate  is  due 
to  special  assessments  for  drainage  districts  in  rural  communities 
and  for  streets  and  sewers  in  urban  districts.  Some  of  these 
special  assessment  districts  have  been  laid  out  in  an  inequitable 
manner  with  resulting  great  hardship  upon  farmers  and  owners  of 
small  homes.  Tax  savings  under  the  commission's  plan  will  not 
affect  these  payments  though  many  do  not  discriminate  between 
them  and  ordinary  tax  payments.  Inability  of  some  drainage  dis- 
tricts to  pay  interest  on  their  bonds  has  affected  investors  who  have 
joined  in  the  demand  for  tax  relief  for  real  estate. 

Approximately,  $92,000,000  additional  revenue  will  be  needed  by 
the  state  if  the  commission's  tax  relief  plans  are  eliminated.  Prac- 
tically all  of  the  other  items  recommended  are  clearly  needed  and 
omission  of  provision  for  overhead,  in  some  cases,  will  increase  the 
above  amount.  Under  normal  conditions,  much  may  be  said  in 
favor  of  taxation  as  opposed  to  bond  issues  in  state  finance.  The 
backwardness  of  Missouri,  however,  in  the  building  program  of  its 
institutions  and  the  resulting  serious  situation  has  created  an  emer- 
gency. This  would  seem  to  justify  the  raising  of  the  $40,000,000 
for  capital  expenditures  by  the  sale  of  bonds.  To  those  who  would 
claim  that  this  would  increase  the  tax  burden  on  property,  it  may 
be  answered  that  there  is  nothing  to  prevent  making  the  interest 
and  sinking  fund  requirements  payable  out  of  other  taxef  as  was 
done  in  the  case  of  the  two  bond  issues  for  good  roads. 

This  would  leave  about  $52,000,000  to  be  provided  over  a  ten- 
year  period.  While  this  w'ould  require  a  considerable  increase  in 
the  annual  tax  revenue  for  general  state  purposes,  it  is  clearly 
needed  if  ]\Iissouri  is  to  measure  up  to  proper  standards  in  educa- 
tion and  in  care  for  her  dependents  and  delinquents. 

It  would  appear  that  the  proper  method  would  be  to  provide 
temporarily  for  raising  the  additional  revenue  by  proportionate 
increases  in  the  existing  major  sources  of  state  revenue,  possibly 
excluding  the  inheritance  tax,  where  the  rates  appear  sufficiently 
high.  The  legislature  could  then  provide  for  an  adequate  investi- 
gation of  the  entire  system  of  taxation  with  a  view  to  readjust- 
ments that  mav  be  found  necessarv.     While  the  studies  made  bv 
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the  experts  are  of  value,  the  commission  in  recommending  "  a 
careful  study  and  revision  of  the  taxation  system  "  must  have 
recognized,  as  probahly  the  experts  did  also,  that  these  could  not 
be  accepted  as  adequate  for  the  purpose. 

Chairman  Smith  :  I  called  your  attention  to  making  your  j)encil 
notes  so  that  these  matters  may  be  discussed  after  the  reading  of 
the  four  papers. 

There  was  a  time  when  Kansas  had  an  intangible  tax  law,  but 
contingencies  came  up  whereby  it  became  necessary  to  repeal  it. 
Certain  provisions  of  the  law  had  been  given  different  interpreta- 
tions by  as  many  lawyers  as  had  considered  it,  and  the  deputy 
assessors  of  the  state  had  construed  it  in  about  as  many  ways  as 
there  were  deputy  assessors,  and  there  were  over  two  thousand  in 
Kansas.  Things  were  in  such  a  muddle,  with  everybody  inter- 
preting the  law,  that  it  came  to  a  point  where  I  often  referred  to 
a  little  piece  of  doggerel,  cut  out  of  a  newspaper.  ]\Iany  of  you 
have  heard  it,  but  it  is  v.orth  while  repeating.  It  goes  something 
like  this : 

"  What  a  wonderful  bird  the  frog  are. 

when  he  stand  he  sit  almost, 

when  he  hop  he  fly  almost ; 

he  aint  got  no  sense  hardly, 

he  aint  got  no  tail  hardly  either, 

and  when  he  sits  he  sits  on  what  he  aint  got  almost." 
That  was  about  as  clear  as  some  of  the  interpretations  the  tax  com- 
mission got  on  the  intangible  tax  law. 

In  the  administration  of  the  law  the  tax  commission  was  up 
against  it  nearly  all  the  time — I  mean,  all  the  time.  And  the  fact 
of  the  matter  is,  we  had  lawsuits,  disputes,  rumpuses,  etc.,  and  when 
the  end  of  the  poker  got  too  hot,  we  would  send  out  the  S-O-S  call 
for  our  tax  attorney,  Mr.  Charles  B.  Randall,  who  never  failed  to 
respond;  and  I  am  going  to  ask  'Mr.  Randall  to  tell  this  conference 
something  about  the  intangible  tax  venture  in  Kansas  and  its 
consequences. 

THE  INTANGIBLE  TAX  \'ENTURE  IN  KANSAS- 
ITS  CONSEQUENCES 

CHARLES  B.  RANDALL 
Attorne}',  State  Tax  Commission 

It  is  a  matter  of  common  knowledge  and  regret  that  the  plan  to 
tax,  in  Kansas  and  elsewhere,  mortgages,  moneys,  credits  and  other 
forms  of  intangible  property  on  the  ad-valorem  basis  had  been  un- 
satisfactory and  unsuccessful.  Many  good  authorities  in  the  field 
of  finance  and  taxation  claim  that  to  tax  property  of  this  character 
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involves  double  taxation.  To  what  extent  this  criticism  is  true 
probably  is  of  no  material  consequence.  All  who  have  had  experi- 
ence in  the  assessment  of  intangible  property  on  an  ad-valorem 
basis  know  that  the  tax  evasion  of  such  property  is  shameful. 

Kansas  became  a  territorial  government  in  1854.  Its  constitu- 
-tion  was  adopted  in  1859.  That  part  of  it  relating  to  finance  and 
taxation  reads  as  follows: 

"  Sec.  1.  The  legislature  shall  provide  a  uniform  and  equal 
rate  of  assessment  and  taxation;  but  (prcTvision  relating  to 
exemption  from  taxation). 

■'  Sec.  2.  The  legislature  shall  provide  for  taxing  the  notes 
and  bills  discounted  or  purchased,  moneys  loaned,  and  other 
property,  effects,  or  dues  of  every  description  (without  deduc- 
tion) of  all  banks  now  existing,  or  hereafter  to  be  created,  and 
of  all  bankers;  so  that  all  property  employed  in  banking  shall 
always  bear  a  burden  of  taxation  equal  to  that  imposed  upon 
the  property  of  individuals." 
At  the  time  of  the  adoption  of  our  constitution,  property  in  this 
state,  as  well  as  the  middle  and  western  states,  consisted  of  real  and 
tangible  property.  Bonds  and  securities,  as  we  know  them  today, 
were  almost  unknown  at  the  time  of  the  adoption  of  our  constitu- 
tion. A  man's  wealth  was  measured  by  land  and  the  personal  prop- 
erty which  he  owned.  A  merchant's  wealth  was  calculated  by  the 
quantity  of  goods  on  his  shelves.  Our  constitution,  in  its  original 
form,  was  well  adapted  and  provided  correct  safeguards  for  the 
assessment  and  taxation  of  property  in  the  pioneer  days  of  this  state. 
That  there  has  been  a  vast  change  in  the  form  of  wealth  of  our 
people  since  1859  to  the  present  date  is  admitted.  In  1907  real 
estate  mortgages  were  listed  in  Kansas  for  taxation  in  the  amount 
of  $4,000,000.00.  By  1914  the  amount  had  increased  to  approxi- 
mately $70,000,000.00.  Moneys  and  credits  for  this  same  year 
were  listed  in  the  amount  of  approximately  $46,000,000.00.  It  is 
estimated  that  the  amount  of  securities  of  this  character  owned 
by  residents  of  Kansas  was  five  times  that  listed,  but  the  resources 
of  the  tax-collecting  ofiicials  for  uncovering  such  holdings  appeared 
to  be  substantially  exhausted.  From  statistical  information  secured 
by  the  Kansas  State  Tax  Commission  it  was  found,  as  early  as 
1914.  in  one  city  in  the  state  the  ad  valorem  tax  took  approximately 
40%  of  the  income  from  6%  securities  and  approximately  50%  of 
the  income  from  5%  securities.  In  1924  this  proportion  of  tax  to 
income  had  increased  to  the  alarming  extent  of  75%  and  in  a  few 
instances  in  excess  of  income.  Holders  of  securities  felt  that  they 
could  and  should  not  give  up  such  a  proportion  of  their  income. 
On  the  other  hand,  in  numerous  other  taxing  districts  the  tax  taken 
from  incomes  of  intangibles  was   found  to  be  less  than  one-tenth 
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of  the  percentages  indicated.  The  result  was  inequality  greater 
than  should  result  from  the  adnnnistration  of  a  fair  and  just 
system. 

Whereas  in  1859  tangible  property  comprised  approximately  98% 
of  the  wealth  in  the  state,  by  1923  the  ratio  between  tangible  and 
intangible  property  was  conservatively  estimated  to  be  607^  and  40% 
respectively.  The  wealth  of  the  state,  as  estimated  by  the  National 
Industrial  Conference  Board  from  census  reports  of  1922.  disclosed 
the  wealth  of  Kansas  as  $6,264,000,000.00.  According  to  most 
reliable  estimates  available,  two  and  one-half  billion  dollars  of  this 
wealth  consisted  of  intangibles,  but  in  1922  less  than  one  hundred 
and  fifty  million  dollars  was  listed  for  taxation.  It  was  only 
natural  that  the  legislature  earnestly  began,  in  1923,  to  seek  other 
legislative  means  to  tax  this  vast  amount  of  wealth.  Laws  of  other 
states  providing  for  a  low  millage  tax  on  mortgages,  moneys  and 
credits  were  examined.  It  was  found,  notably  in  Minnesota,  that 
whereas  that  state  secured  but  fourteen  million  dollars  of  intan- 
gibles on  its  tax  rolls  in  1911,  in  1928,  under  a  three-mill  tax.  ap- 
proximately one  billion  dollars  of  intangibles  were  listed.  The 
Kansas  legislature  of  1923  submitted  to  the  qualified  electors  of  the 
state  an  amendment  of  our  rigid  and  uniform  constitution  relating 
to  finance  and  taxation,  the  following. 

"  Sec.  1.  *  *  *  That  sections  1  and  2,  article  11.  be 
amended  and  combined  into  one  section,  to  read  as  follows : 
Section  1.  The  legislature  shall  provide  for  a  uniform  and 
equal  rate  of  assessment  and  taxation,  except  that  mineral 
products,  money,  mortgages,  notes  and  other  evidences  of  debt 
may  be  classified  and  taxed  uniformly  as  to  class  as  the  legis- 
lature shall  provide." 

The  amendment  was  adopted  in  1934  by  a  vote  of  250,813  for  to 
196,852  against.  Under  the  authority  of  this  amendment  the  legis- 
lature of  1925  enacted  a  mortgage  registration  law  providing  for 
-an  annual  tax  of  25c.  on  each  $100.00  of  the  obligation  secured, 
the  fee  to  be  paid  on  registration  and  for  the  life  of  the  obligation. 
An  intangible  tax  law  providing  for  an  annual  tax  of  50c.  on  each 
$100.00  of  the  value  of  intangibles  and  a  secured  debts  law  pro- 
viding for  a  low  rate  of  taxation  on  classified  property  consisting 
of  domestic  and  foreign  municipal  and  state  bonds  and  debentures 
were  also  passed.  It  should  be  noted,  when  our  constitution  was 
amended  in  1924  it  retained  the  provision  as  to  uniformity  of  rate 
of  assessment  and  taxation  as  to  all  property  which  it  did  not 
authorize  the  legislature  to  classify  and  tax  separately  as  to  class. 
Before  the  amendment  the  provision  read: 

'"The  legislature  shall  provide  for  a  uniform  and  equal  rate 
of  assessment  and  taxation." 
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The  amendment  added  these  words : 

'■  Except  that  mineral  products,  money,  mortgages,  notes  and 
other  evidences  of  debt  may  be  classified  and  taxed  iiniformly 
as  to  class  as  the  legislature  shall  provide." 

Attention  is  called  to  this  amendment,  for,  as  we  shall  later  see,  its 
provisions  were  to  play  an  important  part  in  our  intangible  laws 
and  litigation  that  followed.  As  we  have  stated,  the  legislature  of 
Kansas,  in  its  first  session  following  the  amendmeot  of  our  consti- 
tution, passed  intangible  laws  relating  to  the  taxation  of  mortgages, 
moneys. and  credits.  Through  these  laws  the  legislature  had  high 
hopes  of  establishing  an  equitable  and  just  law  of  taxation  of  in- 
tangibles and  our  old  constitutional  straight-jacket  was  to  be  a 
thing  of  the  past.  The  state  printer  had  hardly  had  time  to 
officially  print  the  acts  of  the  legislature  of  1925  when  the  Central 
National  Bank  of  Topeka  filed  a  suit  in  the  Federal  District  Court 
of  Kansas  to  enjoin  the  collection  of  taxes  on  its  shares  of  stock. 
It  brought  to  its  rescue  that  well-known  section  of  the  Federal 
Law,  5219,  solemnly  guaranteeing  that  national  bank  shares  may  not 
be  taxed  at  a  higher  rate  than  competing  moneyed  capital.  The 
court  had  no  hesitancy  in  upholding  the  contention  of  the  bank. 
Other  national  banks  began  to  interest  themselves  in  the  provisions 
of  section  5219. 

Many  of  us  in  Ivansas  had  never  heard  of  5219.  Some  thought 
it  was  a  telephone  number;  others  thought  it  was  an  automobile 
license  number,  but  we  soon  came  to  learn  that  it  was  a  refuge  in 
time  of  need  when  shares  of  stock  in  national  banks  were  subject  to 
assessment  and  taxation. 

Following  the  lead  of  the  Central  National  Bank,  other  national 
banks  protested  the  collection  of  their  taxes  and  stood  by  awaiting 
the  outcome  of  the  Central  National  Bank  case.  Following  an 
appeal  of  the  Central  National  Bank  case  to  the  Federal  Circuit 
Court  affirming  the  former  decision,  and  subsequently  the  denial  of 
a  writ  of  certiorari  by  the  United  States  Supreme  Court,  we.  in  ~ 
Kansas,  came  definitely  to  the  conclusion  that  though  our  intan- 
gible tax  law  did  not  provide  for  a  low  millage  rate  on  shares  of 
national  banks,  nevertheless  they  were  entitled  to  all  of  its  benefits. 
Substantial  refunds  of  taxes  had  to  be  made  to  all  national  banks. 
Municipalities  that  were  dependent  upon  this  tax  revenue  were  left 
with  inadequate  funds  to  meet  fiscal  requirements. 

State  banks,  sensing  the  unfairness  that  shares  in  national  banks 
should  be  taxed  at  only  50c.  per  $100  of  value,  immediately  filed 
suits.  Others  protected  themselves  by  protesting  their  taxes,  but  it 
was  not  until  the  fore  part  of  1929  that  a  case  reached  the  Supreme 
Court  involving  the  right  to  tax  state  bank  shares  at  a  rate  in 
excess  of  that  provided  m  the  intangible  law.     D.  A.  Voran,   for 
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himself  and  on  behalf  of  114  other  persons  similarly  situated,  all 
shareholders  in  a  state  bank  of  Topeka,  instituted  a  mandamus 
proceeding  against  the  county  treasurer  to  compel  him  to  accept 
and  receipt  taxes  on  their  shares  calculated  upon  the  intangible 
property  tax  rate  instead  of  the  amount  levied  and  assessed  against 
its  stockholders  computed  on  the  general  tangible  property  or  ad 
valorem  rate  of  taxation.  Plaintiffs'  main  theory  was :  it  was 
manifestly  unfair  and  discriminatory  to  tax  shares  in  national  banks 
at  an  intangible  rate  and  to  tax  shares  in  a  state  bank  at  the 
general  property  rate.  But  the  court,  though  allowing  the  writ  of 
mandamus,  based  its  decision  on  the  premise: 

"  The  lawful  allowance  for  taxation  of  a  deduction  from  the 
capital  stock  of  an  incorporated  mortgage  company  of  real 
estate  mortgages  that  have  been  registered,  as  provided  by 
chapter  273  of  the  Laws  of  1925  (mortgage  law),  is  a  discrimi- 
nation against  the  stockholders  of  national  and  state  banks 
which  are  taxed  under  the  provisions  of  chapter  276  of  the 
Laws  of  1925  (bank  laws),  and  are  not  allowed  such  a  de- 
duction." {Voran  vs.  WrigJit,  129  Kans.  601 — syllabus,  para- 
graph 4.) 

By  this  decision  shareholders  in  all  state  banks  had  established  a 
rate  of  tax  on  their  shares  not  in  excess  of  50c.  on  each  $100.00 
of  value.  Taxes  on  shares  of  stock  in  state  banks  prior  to  this 
decision,  as  we  have  stated,  had  been  protested  and  were  im- 
pounded by  the  various  county  treasurers.  Refunds  now  had  to 
be  made. 

So,  with  a  beautiful  beginning  in  1925  and  with  disastrous  conse- 
quences in  1929  municipal  governments  found  themselves  required 
to  refund  in  excess  of  four  and  one-half  million  dollars  of  tax 
revenue  to  state  and  national  banks.  But  the  picture  is  not  yet 
complete.  Justice  Harvey  did  not  concur  in  the  Voran  decision 
and  by  way  of  innuendo  said : 

"  Shares  of  stock  issued  by  banks  or  other  corporations  are 
not  '  mineral  products  "  nor  are  they  '  money  '  or  '  mortgages  ' 
or  '  notes  or  other  evidences  of  debt '." 

This,  Justice  Harvey  stated,  was  decided  by  the  majority  of  the 
court,  and  thus  he  says : 

"  We  have,  broadly  speaking,  two  classes  of  property  in  this 
state:  first,  property  which  the  legislature  is  not  authorized  to 
classify  and  tax  as  to  class  and,  second,  property  which  the 
legislature  is  so  authorized  to  classify  and  tax.  As  to  the  first 
of  these,  the  constitutional  provision  is  now,  as  it  always  has 
been,  "  that  the  legislature  shall  provide  a  uniform  and'  equal 
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rate  of  assessment  and  taxation.'  Since  shares  of  stock  issued 
by  banks  are  not  property  of  a  kind  which  the  legislature  is 
authorized  to  classify  and  tax  uniformly  as  to  class,  they  neces- 
sarily remain  in  that  general  group  of  property  respecting 
which  the  legislature  shall  provide  a  uniform  and  equal  rate 
of  taxation  along  with  personal  property  generally  *  *  *  and 
real  estate."     (130  Kans.  280.) 

And  again,  in  an  earlier  dissenting  opinion.  Justice  Harvey  stated : 

'■  In  what  situation  does  this  leave  us?  Simply  this:  Under 
our  present  constitution  and  statutes,  and  giving  force  to  the 
federal  statute  (Rev.  Stat.  5219),  as  we  must  do,  we  cannot 
have  a  valid  tax  (that  is,  one  not  unlawfully  discriminatory) 
on  any  property  in  the  state  at  a  rate  greater  than  that  which 
can  be  lawfully  made  on  the  shares  of  stock  of  national  banks. 
This,  as  we  have  heretofore  seen,  is  measured  by  the  rate  pro- 
vided by  our  statutes  for  the  taxation  of  moneyed  capital  in 
the  hands  of  individual  citizens  of  the  state  which  comes  into 
competition  with  the  business  of  national  banks,  none  of  which 
is  taxed  at  more  than  the  intangible  tax  rate  of  50  cents  per 
$100  valuation.  We  all  know,  of  course,  that  if  no  property 
in  the  state  can  be  lawfully  taxed  at  more  than  50  cents  per 
$100  valuation,  the  functions,  not  only  of  the  state  but  of 
every  subdivision  of  it,  supported  in  the  main  by  our  general 
property  tax,  will  be  seriously  impaired." 

The  dissenting  opinion  of  Justice  Harvey  brought  alarm  and  con- 
sternation throughout  the  state.  Shares  of  stock  in  banking  insti- 
tutions, as  one  could  readily  see,  were  not  such  property  as  the 
legislature  could  classify  and  tax  uniformly  as  to  class,  but  yet  the 
Supreme  Court  had  decided  such  property  was,  nevertheless,  en- 
titled to  the  intangible  rate  of  taxation,  and  even  the  majority  of 
the  court  has  said : 

"  It  is  not  seriously  contended  hy  anyone  that  shares  of  stock 
are  within  the  definition  given  in  the  statute  of  money  or 
credits,  neither  do  they  come  under  the  heading  of  notes  or 
other  evidences  of  debt.  They  simply  represent  the  propor- 
tionate interest  of  the  holder  in  the  earnings  and  the  final 
distribution  of  the  assets  of  the  company,  and  not  a  distinct 
title  to  the  money  or  propertv  of  the  company."  (Voran  vs. 
Wright,  129  Kans.  612.)  ' 

The  remarks  of  Justice  Harvey  were  immediately  followed  by 
assertions  from  taxpayers  that  they  would  protest  a  tax  on  their 
real  and  tangible  personal  property  in  excess  of  the  intangible  rate. 
The  tax  situation  in  Kansas  was  in  its  greatest  confusion.     Gov- 
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ernor  Clyde  M.  Reed  immediately  called  a  conference  of  the  attor- 
ney general,  tax  commission,  and  eminent  attorneys  of  the  state 
and  asked  that  the  subject  be  given  prompt  attention  and  to  advise 
him  of  the  probable  effect  of  the  court's  decision  and  Justice  Har- 
vey's remarks.  On  February  12th,  1930,  the  attorney  general 
advised  the  governor  in  part  as  follows : 

"  Upon  a  careful  study  of  the  opinion  of  a  majority  of  the 
court  I  think  the  statement  and  conclusion  of  Justice  Harvey 
of  the  effect  of  the  decision  of  the  court  is  correct,  and  follow- 
ing that  decision,  the  intangible  tax  statute,  the  mortgage- 
registration  statute,  and  also  the  statute  concerning  secured 
debts,  being  chapter  327,  Session  Lava's  of  Kansas  for  1927, 
should  be  repealed,  in  order  to  avoid  the  effect  of  claims  by 
property  owners  of  the  benefit  of  limitation  of  the  intangible 
tax  rate  of  50  cents  per  $100  valuation  in  the  payment  of  taxes 
upon  their  property.'" 

Following  receipt  of  advice  from  the  attorney  general,  the  gov- 
ernor issued  a  call  for  an  extraordinary  session  of  the  legislature  to 
deal  with  the  emergency  confronting  the  state.  The  legislature 
met  on  February  27th,  1930.  In  addressing  the  legislature  at  the 
opening  of  the  session  Governor  Reed  said : 

"  It  seems  proper  to  add  that  before  convening  you  in  extra- 
ordinary session  I  further  conferred  with  eminent  lawyers 
both  within  and  without  the  membership  of  these  bodies,  and 
in  the  main  their  opinions  and  advice  coincided  with  that  given 
me  by  the  attorney-general  and  state  tax  commission  as  to 
the  effect  of  this  decision  upon  the  whole  question  of  taxation. 
Even  if  in  the  end  our  fears  should  be  unfounded,  w-e  are 
undeniably  facing  the  possibility  of  almost  endless  litigation 
on  the  question  of  what  is  a  proper  rate  of  taxation  for  the 
various  classes  of  property  outside  of  bank  shares,  whether 
state  or  national ;  in  fact,  the  tax  commission  advises  me  that 
in  several  counties  of  the  state  taxpayers  are  moving  to  protest 
payment  of  the  second  half  of  taxes  accruing  in  1929.  We 
seem  to  be  facing  the  probability  of  endless  litigation  and  un- 
settlement  of  revenues  necessary  to  conduct  city  and  county 
government,  including  the  schools.  Such  a  situation  cannot  be 
ignored  by  those  in  responsibility. 

"  With  few  exceptions  the  national  banks  are  now  paying 
taxes  at  the  intangible  rate  of  50  cents  per  $100.  The  differ- 
ence in  the  taxes  accruing  from  those  banks  at  this  rate  and 
what  would  accrue  at  the  ad-valorem  rate  in  the  various  loca- 
tions where  the  banks  are  situated  is  $698,248.00.  The  state 
banks  have  now  secured  legal  right  to  pay  taxes  upon  shares 
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at  the  intangible  rate.  The  loss  in  revenue  to  the  various 
taxing  units,  calculated  upon  the  same  basis  as  stated  above, 
amounts  from  this  source  to  $868,000;  the  aggregate  loss  in 
taxing  revenues  from  these  sources  is  $1,566,248.  (Note:  only 
1929  loss  in  tax  revenue.)  The  loss  of  this  revenue  is  most 
serious  to  local  taxing  units,  and  especially  to  school  districts. 
But  when  this  loss  is  coupled  with  the  near  certainty  of  an 
extension  of  litigation  to  include  much  other  property,  there 
seems  to  be  no  course  open  except  to  recommend  repeal  of  the 
intangible  tax  laws,  thereby  leaving  the  way  open  to  assess  all 
property  on  the  same  basis.  I  do  this  with  reluctance,  for  I 
am  aware  of  the  unsettling  that  will  be  produced  by  this  action 
and  the  loss  of  such  benefits  as  have  flowed  from  those  laws. 
I  am  especially  reluctant  to  recommend  the  repeal  of  the 
mortgage-registration  law,  but  I  see  no  other  way  out  of  the 
dilemma." 

The  legislature  had  been  in  special  session  but  a  few  days  when 
I.  C.  Stevenson,  a  taxpayer,  commenced  an  action  of  mandamus 
in  the  Supreme  Court  charging  that  he  was  the  owner  of  real 
estate  and  on  February  20th  tendered  to  the  county  treasurer,  as 
full  payment  for  the  second  half  of  his  taxes,  a  sum  of  money 
sufficient  to  discharge  the  taxes  if  computed  at  what  is  known  as 
the  intangible  rate,  and  the  tender  was  refused.  The  question  sug- 
gested by  Justice  Harvey  was  thus  directly  presented  to  the  court 
for  decision.  The  decision  of  the  court  is  all  embraced  within  the 
syllabus  of  the  court  as  follows: 

"  .Shares  of  state  bank  stock  assessed  to  shareholders  take 
the  intangible  rate  of  taxation  because,  disregarding  form  and 
regarding  substance  only,  the  foundation  for  the  tax  burden 
which  shareholders  must  bear  consists  essentially  of  intangibles 
which  are  classifiable  under  the  amended  constitution,  and 
wliich  have  been  classified  and  given  a  low  rate  by  the  legis- 
lature. Therefore,  the  difference  in  rate  of  taxation  on  in- 
tangibles reached  for  taxation  through  shareholders,  and  rate 
of  taxation  on  real  estate  and  tangible  personal  property  under 
general  law,  does  not  constitute  unlawful  discrimination  re- 
quiring real  estate  and  tangible  personal  property  to  be  assessed 
and  taxed  at  the  intangible  rate." 

The  written  opinion  of  the  court  was  released  on  March  19th, 
1930,  but  immediately  following  the  arguments  of  counsel  on  March 
5th,  1930,  the  court  announced  that  real  estate  and  tangible  per- 
sonal property  could  not  be  taxed  at  the  intangible  rate.  The 
legislature  had  suspended  its  work  for  the  court's  announcement  and 
immediately  thereafter  convened.     The  repeal  of  our  moneys  and 
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credits  and  secured  debts  laws  followed.  Our  state  senate  voted 
for  repeal  also  of  the  mortgage  registration  law,  but  the  house  of 
representatives  refused  to  repeal  this  law  by  a  narrow  vote. 

Before  the  legislature  adjourned  it  revised  our  law  providing  for 
the  assessment  of  shares  in  state  and  national  banks,  loan  and  trust 
companies  by  including  therein  also  the  assessment  of  shares  of 
stock  of  mortgage  and  finance  companies  which  had  formerly  been 
assessed  on  corporate  assets.  With  this  work  done,  the  legislature 
adjourned. 

Thus,  with  two-thirds  of  our  intangible  laws  repealed,  it  was  the 
common  expectation  of  all  that  peace  and  tranquility  would  now 
reign,  but  lo  and  behold,  litigation  sprang  up  anew !  A  bank,  a 
mortgage  company,  a  trust  company  and  a  holder  of  withdrawal 
shares  in  a  building  and  loan  association  filed  suits,  contending  that 
a  deduction  must  be  made  in  the  assessment  of  their  shares  to  the 
extent  of  exempt  or  otherwise  taxed  securities  owned  by  the  cor- 
porations. These  plaintiffs  contend  that  the  new  share-tax  law, 
like  its  predecessor,  provides  a  tax  on  their  shares  in  name  only. 
They  rely  on  Stevenson  v.  Mctskcr,  130  Kan.,  and  quote  from  it 
freely :  "  The  essence  of  a  thing  is  its  true  nature  which  classifies 
it";  "The  name  of  a  thing  does  not  change  its  nature";  "In 
taxation  we  penetrate  to  essence,  and  if  in  final  analysis  that  which 
is  assessed  and  taxed  consists  intrinsically  of  intangibles,  the  bur- 
den of  taxation  may  not  be  made  greater  by  sticking  the  bark  of 
terminology"  (page  260).  From  such  expressions  made  by  the 
court,  these  plaintiff's  contend  that  the  assessment  of  their  shares 
must  be  made  on  the  basis  of  taxability  of  the  corporation's  prop- 
erty. Thus  corporation  property,  consisting  of  registered  mortgages 
(not  otherwise  taxable),  federal  securities,  municipal  and  state 
securities,  are  all  non-taxable,  and  the  same  must  be  deducted  from 
the  assessment  of  shares,  even  though  the  present  statute  provides 
they  shall  be  valued  on  capital,  surplus  and  undivided  profits. 
These  cases  will  be  heard  by  the  Supreme  Court  on  November  5, 
1930.  We  make  no  prediction  of  the  court's  decision.  These  cases 
have  been  referred  to  for  the  purpose  of  showing  the  consequences 
to  which  our  intangible  tax  laws  in  Kansas  have  led  us.  It  is 
anticipated  that  the  litigation  referred  to  will  hasten  the  death  knell 
of  our  surviving  mortgage-registration  law. 

So,  after  five  weary  years,  blossoming  in  the  beginning  with  a 
beautiful  scheme  of  taxation  of  intangibles  at  a  low  millage  rate, 
the  way  since  that  time  has  been  fraught  wnth  litigation  and 
trouble.  Our  moneys  and  credits  and  secured  debts  laws  have  been 
discarded.  Our  mortgage-registration  law  is  now  weakening  under 
pressure  of  threatened  destruction.  The  state  and  its  various 
municipalities  have  set  about  to  recoup  their  lost  tax  revenues  from 
that  property  which  must  inevitably  pay,  real  estate  and  tangible 
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personalty.  Whereas  it  was  hoped  that  our  tax  base  would  be 
broadened  by  providing-  a  fair  tax  on  intangibles,  such  laws  to  this 
end  have  been  defeated.  Our  tax  base  is  again  restricted  and  now 
over  the  horizon  a  new  hope  shines  forth — an  income  tax  aniend- 
,  ment.  We  have  high  hopes  that  this  will  solve  our  tax  dilemma, 
but  in  this  the  people  must  say,  at  the  forthcoming  general  election 
on  November  4th,  next. 

Chairman  Smith:  At  the  last  session  of  the-Kansas  legislature 
a  tax  code  commission  w'as  created,  composed  of  five  members,  to 
make  a  study  of  the  tax  laws  and  constitutional  provisions  of  the 
state  of  Kansas,  as  well  as  of  other  states,  and  to  report  to  the 
governor  the  result  of  its  investigations  and  conclusions.  We  are- 
fortunate  to  have  a  member  of  the  commission  here  today  and  it 
now  gives  me  pleasure  to  present  Mr.  Harold  T.  Chase,  editor  of 
the  Topcka  Daily  Capital,  who  will  talk  on  the  report  of  the  Kansas 
Tax  Code  Commission. 

THE  REPORT  OF  THE  KANSAS  TAX 
CODE  COMMISSION 

HAROLD   T.    CHASE 

Editor,  The  Topcka  Doily  Capital  and   Member  of  the  Commission 

Kansas  for  more  than  a  decade  has  been  going  through  an  ex- 
perience of  heart  searching  in  relation  to  taxes,  similar  to  that  of 
many  states,  under  an  outworn  constitution  on  that  subject.  Many 
times  its  state  tax  commission  had  urged  upon  legislatures  sub- 
mission of  an  amendment  liberalizing  the  taxing  power  of  the  legis- 
lative body,  but  without  avail  until  1924,  when  such  an  amendment 
was  adopted  by  the  people. 

The  difficulty,  as  all  tax  students  appreciate,  relates  primarily  to 
the  constitutional  requirement  of  uniformity  in  tax  levies.  The 
Kansas  constitution,  unchanged  in  its  tax  clause  since  1861,  when 
Kansas  was  admitted  as  a  state,  until  the  action  of  1924,  had  just 
eleven  words  on  this  subject,  apart  from  permission  to  exempt 
certain  property  from  taxation.  It  declared :  "  The  legislature 
shall  provide  for  uniform  and  equal  assessment  and  taxation." 
Nothing  more. 

Amendments  regularly  proposed  to  legislatures  by  the  state  tax 
commission  met  the  issue  squarely  as  has  been  done  by  many  states, 
by  confining  "  uniform  and  equal  "  to  property  of  the  same  class. 
Such  amendments  were  obnoxious  to  legislatures  as  too  far-reaching 
in  their  scope.  The  amendment  ultimately  adopted,  in  1924,  pro- 
vided only  as  additions  to  the  eleven  words,  "  except  that  mineral 
products,  money,  mortgages,  notes  and  other  evidences  of  debt 
may  be  classified  and  taxed  uniformly  as  to  class  as  the  legislature 
shall  provide." 
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Pursuant  to  this  new  authority  the  legislature  in  the  following 
year  relieved  mortgages  and  other  intangibles  from  the  general 
property  tax  and  in  lieu  thereof  provided  that  mortgages  should  be 
subject  to  a  filing  fee  of  25  cents  on  the  $100  and  that  other  in- 
tangibles should  pay  a  flat  tax  of  the  same  amount.  Two  years 
later,  feeling  that  more  revenue  should  be  obtained  from  intangible 
property,  the  legislature  increased  the  latter  tax  to  50  cents  on  the 
$100,  letting  the  mortgage-registration  or  filing  fee  stand. 

Without  going  into  the  effect  of  these  statutes  in  a  revenue  way, 
it  is  sufficient  to  say  that  the  intangibles  act  induced  national  banks 
to  protest  their  own  assessment  by  the  general  property  tax  as 
being  contrary  to  Sec.  5219  of  the  federal  statutes  restricting  states 
in  taxing  national  banks  to  no  higher  rate  than  the  tax  on  com- 
peting moneyed  capital.  Suits  were  brought  in  the  federal  courts 
and  the  banks  were  upheld  in  their  contention  that  they  could  not 
be  taxed  at  a  higher  rate  than  the  intangible  rate. 

Following  this  decision  state  banks,  more  numerous  than  national 
in  Kansas,  brought  actions  in  the  state  courts  for  like  treatment 
under  the  state  constitution  wath  national  banks,  and  they  in  turn 
were  sustained  by  the  state  Supreme  Court. 

Thus  the  state  and  local  taxing  districts  were  unexpectedly  de- 
prived of  a  large  revenue,  the  legislature  was  called  into  special 
session,  and  in  February,  1930,  the  intangible  statute  was  repealed, 
the  mortgage  filing  fee  being  left  untouched  at  25  cents  on  the  $100. 

It  was  in  the  midst  of  this  tax  turmoil  that  the  legislature,  at  the 
suggestion  of  the  governor,  in  March  1929,  created  a  special 
interim  commission  to  report  to  the  governor  not  later  than  Decem- 
ber 1,  1929  on  the  state  tax  system  in  general,  with  such  recommen- 
dations as  it  deemed  suitable. 

The  commission  by  the  terms  of  the  legislative  act  was  to  be 
appointed  by  the  governor  and  to  consist  of  one  member  of  the 
senate,  two  members  of  the  house  and  two  citizens  from  the  state 
at  large.  It  was  appointed  and  entered  upon  its  duties  in  the  last 
week  of  April,  1929,  and  handed  its  report  to  the  governor  on 
December  1  following. 

On  the  day  of  organizing,  the  commission  members  individually 
jotted  down  for  the  clarifying  of  the  scope  of  its  work  their  tenta- 
tive views  of  the  essential  questions  involved.  No  great  difference 
existed  in  these  individual  programs.  They  covered  three  main 
phases  of  taxation:  (1)  Sources  of  revenue;  (2)  Administration 
of  the  tax  system,  in  assessment,  collection  etc.,  and  (3)  Control 
of  costs  of  government. 

Following   organization    the    commission    then    subdivided   these 

subjects.     Under   sources   of   revenue   special   topics   defined   were 

income  taxes,  severance  taxes  of  mineral  products,  various  types  of 

sales  taxes,  taxes  of  intangibles,  and  general  propertv  taxes.    Under 
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this  head  also  was  inckided  the  allocation  of  revenue  from  new 
sources.  Other  topics  were  taxation  of  banks,  of  insurance  com- 
panies, of  corporations  and  of  motor  vehicles.  Each  of  these  topics 
constituted  an  independent  chapter  in  the  ultimate  report  of  the 
commission.  Inheritance  taxation,  poll  taxes  and  fees  and  licenses 
were  minor  topics,  already  included  in  the  tax  code  of  the  state. 
Though  not  strictly  within  the  scope  of  the  inquiry  as  defined  by 
the  legislature,  some  nevertheless  pertinent  topics-  were  taken  up,  as 
incorporation  lav^s  and  departmental  reorganization  of  the  state 
government.  Constitutional  amendments  were  considered  and  re- 
ported on,  this  having  been  specifically  called  for  by  the  legislature. 

After  outlining  the  scope  of  its  work  the  commission  in  June 
held  public  meetings  in  ten  representative  cities  of  the  state,  the 
object  of  which  was  to  obtain  expressions  generally  from  the  public 
as  to  complaints,  criticisms  or  suggested  plans  of  tax  revision. 
These  meetings  were  fairly  well  attended  and  a  variety  of  views 
were  heard  such  as  would  be  expected  of  such  popular  gatherings. 
Some  light  was  thrown  upon  conditions  differing  in  different 
localities  as  they  were  affected  by  the  existing  taxes  and  would  be 
by  some  of  the  major  proposals. 

Owing  to  the  time  limit  set  by  the  legislature  upon  the  work  of 
the  commission  it  remained  within  the  state  and  made  its  study 
of  the  problem  in  an  office  provided  for  it  in  the  State  Capitol. 
After  two  months  of  almost  daily  meeings  the  commission  trans- 
mitted to  representative  organized  interests  of  the  state  an  outline 
of  the  topics  under  consideration,  inviting  them  on  appointed  days 
to  meet  with  it  at  the  Capitol  to  make  such  suggestions  as  they 
desired.  Such  meetings  were  held  and  several  important  interests 
were  present  through  officials  or  counsel  and  made  in  some  in- 
stances carefully  considered  printed  suggestions  which  the  commis- 
sion found  of  genuine  value.  The  organizations  included  insurance 
companies;  banks,  mortgage  brokers,  building  and  loan  associations 
and  other  moneyed  institutions;  railroads;  other  public  utilities; 
farm  organizations ;  chambers  of  commerce ;  merchants'  associa- 
tions; coal,  gas,  oil.  lead,  salt  and  zinc  companies;  and  labor  organ- 
izations. The  greater  part  of  a  week  in  September  was  given  to 
these  meetings. 

After  the  meetings  with  organized  interests  the  commission  de- 
voted itself  to  the  compiling  of  data  and  the  writing  of  its  report. 
While  there  were  differences  of  opinion  among  the  members  it  was 
able  to  reach  unanimous  definite  recommendations.  In  drafting  the 
report  the  effort  was  made  to  present  both  sides  of  every  major 
question,  with  the  final  conclusion  of  the  commission.  In  the 
course  of  the  study  of  data  assembled  from  many  sources,  among 
which  were  the  reports  of  the  National  Tax  Association  over  a 
long  period  of  years,  the  reports  of  some  twenty-odd  state  tax  code 
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commissions,  government  statistical  material,  special  investigations 
made  for  the  commission  by  Prof.  Jens  Jensen  of  the  State  Uni- 
versity and  Prof.  Harold  Howe  of  the  State  Agricultural  College, 
as  well  as  other  investigations  made  by  economists  in  recent  years 
into  specific  questions  of  taxation  in  Kansas,  members  of  the  com- 
mission found  their  own  preconceived  views  modified  to  some 
extent.  On  this  point  it  may  not  be  out  of  place  to  state  that  there 
was  a  desire  on  the  part  of  several  members  of  the  commission  to 
find  a  satisfactory  type  of  general  sales  tax,  but  after  repeated 
discussions  on  this  subject  the  only  recommendation  it  was  able  to 
make  was  a  possible  selective  sales  tax,  covering  articles  or  interests 
which  are  good  tax  bearers,  such  as  commercial  entertainments, 
tobacco,  cosmetics,  confectionery,  jewelry,  soft  drinks  and  the  like, 
or  in  a  word,  "  nuisance  taxes  ". 

Coming  now  to  the  recommendations  in  the  report,  as  to  revenue 
measures  the  commission  recommended  a  graduated  personal  and 
flat  corporation  income  tax,  both  without  exemptions,  with  rates 
ranging  from  1 3/2  to  5  per  cent  on  personal  incomes ;  a  severance 
tax  on  oil  and  gas  of  2  per  cent  ad  valorem,  an  increase  of  the 
inheritance  tax  rates,  which  in  Kansas  are  the  lowest  in  states 
levying  such  a  tax.  retention  of  special  taxation  of  intangibles, 
taxation  of  common  carrier  busses  and  trucks  on  the  basis  of 
capacity  plus  mileage,  on  other  trucks  operated  for  hire  a  franchise 
tax,  abolishment  of  the  constitutional  $200  exemption  of  property, 
and  reconsideration  by  the  legislature  of  existing  exemption  stat- 
utes, and  the  increase  of  certain  fees,  state  and  local,  to  cover  the 
cost  of  administration. 

As  to  the  allocation  of  revenue  from  new  sources,  it  was  recom- 
mended that  this  revenue  be  distributed  among  the  school  districts 
of  the  state,  in  proportion  to  enrollment,  with  a  provision  limiting 
the  school  levies  correspondingly,  this  appearing  to  be  the  most 
likely  and  available  plan  to  avoid  the  temptation  to  taxing  bodies 
of  merely  adding  new  revenues  to  the  aggregate  of  taxes. 

Taxation  of  msurance  companies  was  found  to  be  chaotic  in 
Kansas,  particularly  of  domestic  companies.  The  commission  made 
an  extended  inquiry  into  insurance  taxation  and  held  full  confer- 
ences with  representatives  of  the  domestic  companies.  It  has  been 
the  practice  in  Kansas  to  tax  foreign  companies  2  per  cent  of  gross 
premiums  less  dividends  and  reinsurance  premiums  received  from 
companies  authorized  to  do  business  in  the  state.  The  commission 
favored  retention  of  this  plan,  but  making  the  latter  deduction  on 
reinsurance  premiums  paid  to  instead  of  received  from  other  com- 
panies. Domestic  companies  have  been  taxed  at  the  general  prop- 
erty tax  rate  on  the  excess  of  their  assets  over  liabilities.  This 
results  in  a  disproportionately  under-tax  of  home  companies.  The 
commission  recommended  a  2  per  cent  gross  premium  tax  on  the 
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domestic  companies  with  the  same  deductions  as  to  foreign  com- 
panies, plus  a  deduction  of  the  first  year  premium.  It  is  believed 
that  the  added  deduction  will  afford  an  adequate  advantage  to 
domestic  companies.  It  also  recommends  the  same  tax  on  the  so- 
'called  foreign  reciprocal  companies  as  other  foreign  companies. 

In  the  opinion  of  the  commission  the  most  constructive  work  in 
taxation  is  to  be  done  through  administration.  On  its  invitation  a 
committee  of  the  county  clerks,  appointed  by  the  president  of  the 
State  County  Clerks"  Association,  met  with  it  to  confer  on  local 
administrative  problems.  Frequent  consultations  on  the  subject 
were  held  also  with  the  state  tax  commission.  The  upshot  of 
these  conferences  was  the  following  recommendations  relating  to 
administration : 

To  make  the  county  the  assessment  unit;  to  abolish  the  township 
assessor  who  in  Kansas  exercises  that  function  ex-otificio  as  town- 
ship trustee,  and  the  appointment  of  all  assessors  by  a  county  asses- 
sor, himself  appointed  by  the  county  clerk  and  county  board,  sub- 
ject to  approval  by  the  state  tax  commission  and  with  power  of 
removal  in  that  commission.  In  assessment  of  real  estate,  which 
has  been  heretofore  made  every  fourth  year,  it  was  recommended 
that  there  be  continuous  or  annual  reassessment  by  a  county  board 
of  real  estate  appraisers  of  three  members,  appointed  by  the  county 
board  of  commissioners,  subject  to  approval  of  the  state  tax  com- 
mission, this  board  of  appraisers  to  give  their  full  time  to  the  work 
in  counties  of  40,000  population  and  over,  at  annual  salaries,  and 
in.  counties  under  40,000  population  to  give  such  time  as  may  be 
necessary  at  a  remuneration  of  $10  a  day  for  time  actually  em- 
ployed. 

Another  administrative  recommendation  of  the  report  relates  to 
state  supervision  over  local  expenditures.  To  this  end  uniform 
accounting  is  recommended,  to  be  prescribed  for  the  various  taxing 
districts  by  the  state  accountant;  annual  compulsory  audits,  prefer- 
ably by  the  state,  of  all  local  offices  having  to  do  with  collection  or 
disbursement  of  taxes,  and  a  compulsory  budget  by  every  taxing 
authority  with  public  hearings  prior  to  any  levy  made. 

In  the  course  of  the  study  of  the  tax  question  in  Kansas  the 
commission  became  interested  in  the  Indiana  state  supervision  of 
local  levies  and  bond  issues,  and  was  fortunate  to  have  a  full  day 
of  conference  in  Topeka  with  Mr.  Philip  Zoercher,  for  many  years 
a  member  of  the  Indiana  State  Tax  Commission,  on  this  subject. 
The  commission  in  its  report  recommended  the  adoption  of  the 
Indiana  plan  of  informal  hearings  by  the  state  tax  commission  on 
appeals  of  as  few  as  10  local  taxpayers  with  final  authority  in  the 
commission  to  veto  a  local  levy  or  to  reduce  it,  but  with  no  power 
to  increase  such  levy.  In  the  matter  of  bond  issues,  our  recommen- 
dation differed  from  the  Indiana  plan,  inasmuch  as  no  taxing  body 
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in  Kansas  has  authority  to  issue  bonds  without  previous  submission 
of  the  proposal  to  the  approval  oi  the  people  concerned  in  a  bond 
election.  The  commission  therefore  limited  its  recommendation  in 
this  respect  to  the  right  of  a  hearing  of  aggrieved  taxpayers,  with 
no  further  authority  in  the  state  commission  than  to  make  a  recom- 
mendation, which  recommendation,  if  adverse  to  the  proposed  bond 
issue,  should  be  printed  on  the  ballot  for  the  information  of  the 
voter,  and  in  that  case  an  affirmative  vote  to  be  required  of  a 
majority  of  the  vote  cast  at  the  last  preceding  general  election. 

It  will  be  seen  that  the  commission  is  strongly  for  greater  rather 
than  less  state  supervision  in  tax  administration,  notwithstanding 
an  undoubtedly  powerful  sentiment  for  local  home  rule.  This  is 
one  of  the  reasons  why  in  its  recommendation  as  to  allocation  of 
revenue  from  new  sources  it  did  not  propose  to  give  this  revenue 
to  the  state,  nor  did  it  make  any  recommendations  looking  towards 
independence  of  the  state  in  sources  of  revenue,  which  further 
removes  the  state  from  influence  in  supervision.  It  believed  the 
state  and  localities  should  be  linked  together  rather  than  segregated 
in  taxation,  being  largely  influenced  in  this  conclusion  by  the  fact 
which  stares  out  of  all  the  tax  figures  that  it  is  not  the  state  but  the 
localities  that  are  chiefly  accountable  for  extravagance  and  for  in- 
creasing taxes. 

Finally  the  commission  recommended  a  more  drastic  amendment 
of  the  constitution  than  any  which  had  heretofore  been  proposed,  to 
liberalize  the  power  of  the  legislature,  so  that  it  may  make  the 
largest  use  of  modern  ideas  in  taxation,  broaden  the  base  of  taxes 
and  bring  into  the  system  all  sources  that  may  contribute  to  greater 
equity  in  distributing  the  burdens  of  the  support  of  the  government. 
The  recommendation  in  this  respect  was  that  the  present  provision 
of  the  constitution  be  repealed  and  that  in  Heu  thereof  the  article 
on  taxation  instead  of  reading  as  now,  "  The  legislature  shall  pro- 
vide for  uniform  and  equal  assessment  and  taxation,"  should  read 
simply :  "  The  legislature  shall  provide  for  assessm.ent  and  taxation." 

In  concluding  this  review  of  the  work  of  the  Kansas  Tax  Com- 
mission 1  can  perhaps  not  do  better  than  to  quote  briefly  from  its 
report  a  statement  of  the  particular  need  in  Kansas  of  tax  revision. 
Says  the  report : 

"  A  tax  system  b.-ised  in  effect  upon  tangible  property  works  a 
special  hardship  on  the  chief  interest  of  such  a  state  as  Kansas, 
which  is  the  land,  and  upon  the  home  owner.  There  is  a  discour- 
agement of  investment  both  in  homes  and  in  land.  A  tax  system 
that  neglects  tax-paying  ability  derived  from  salaries,  wages,  earn- 
ings of  a  professional  class  and  large  groups  of  persons  not  owners 
of  land  or  homes,  must  eventually  destroy  relatively  the  value  of 
the  latter  forms  of  property.  It  is  to  the  interest  of  Kansas  on  the 
contrary  to  encourage  land  owning  and  home  building  by  bringing 
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in  all  forms  of  property  and  earnings  to  share  the  burdens  of  gov- 
ernment." 

Chairman  Smith:  This  concludes  the  program  for  the  morn- 
ing, and  the  next  thing  m  order  will  be  a  discussion  of  the  papers. 
We  hope  you  will  feel  free  to  ask  any  questions  of  the  speakers, 
but  in  addition  we  want  a  discussion  and  the  opinion  of  others. 
When  you  rise  from  your  chair  please  identify  yourselves  by  state 
and  name,  and  speak  so  that  the  reporter  may  get  all  tkat  is  said, 
also  come  forward,  please.  No  doubt  you  are  aware  of  the  fact 
that  a  transcript  of  these  proceedings  is  being  carefully  made,  and 
later  on  they  will  be  reproduced  in  book  form. 

The  meeting  is  now  open  for  discussion. 

Edward  P.  Doyle  (New  York)  :  Mr.  Chairman,  being  a  tax 
payer  and  not  a  tax  gatherer  I  would  like  to  give  a  word  of  warn- 
ing to  those  who  are  revising  the  tax  statutes  and  trying  to  get 
more  revenue  for  the  publicity-loving  and  vote-seeking  city  and 
state  administrations. 

In  1929  and  1930  I  went  to  Europe  for  the  purpose  of  investi- 
gating tax  systems  and  the  dole  system  and  governmental  housing. 

I  found  in  Vienna  that  private  property  in  buildings  and  dwel- 
lings was  entirely  confiscated.     They  take  the  entire  rent. 

In  Berlin  and  Paris  and  Brussels,  and  all  the  way  up  to  Glasgow, 
in  all  the  large  cities,  the  rents  of  private  dwellings  are  practically 
confiscated.  The  Belgian  consul  in  the  E^nited  States,  while  going 
across  to  Europe,  told  me  he  sold  his  palace  in  Brussels,  which  cost 
him  one  million  francs  when  the  franc  was  worth  19  cents,  for  a 
million  francs  when  the  franc  was  worth  3  cents. 

The  former  residence  of  the  Lord  Prevost  in  Glasgow  cost 
$125,000  to  build,  and  the  lady  who  owned  it  bought  it  for  $5,000.00. 
She  was  assessed,  as  the  practice  is  in  Great  Britain,  on  the  rental 
value  of  the  house,  which  was  fixed  at  $1,000.00  or  200  lbs.  ster- 
ling, and  her  tax  was  103  lbs.  as  an  owner  and  97  lbs.  as  an  occu- 
pant, so  the  tax  took  the  entire  rental  value  of  the  property. 

I  am  afraid  of  the  result  if  you  continue  this  endeavoring  not  to 
satisfy  the  people  because  they  never  ask  for  anything.  All  these 
so-called  asked-for  appropriations  are  the  result  of  propaganda,  of 
people  who  want  positions,  or  certain  classes  of  the  community  who 
always  have  their  hands  out.  None  of  this  asking  for  things 
occurred  until  the  change  of  the  character  of  our  immigration  in 
1898.  when  the  people  from  Southwestern  and  Southern  Europe 
came  over  here.  The  other  immigrants  who  came  here  who  are 
hard-working  and  industrious  and  thrifty  people  neither  asked  for 
nor  will  they  take  charity.  A  great  many  of  them  passed  through 
the  seaport  towns  and  went  west  to  build  up  great  and  prosperous 
communities.     But.  in  1898  the  character  of  immigration  changed. 
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and  we  began  to  get  those  people  from  Southern  and  Southwestern 
Europe,  whose  hands  liad  been  out  always  for  charity,  and  who  had 
been  supported  by  government,  who  did  not  support  their  govern- 
ments, did  not  support  their  churches,  did  not  support  anything. 
They  were  askers  instead  of  givers ;  and  they  stopped  in  the  sea- 
port cities,  and  having  an  enormous  voting  power  they  changed  the 
entire  character  of  our  voting  population. 

We  have  in  New  York  City  today  almost  a  confiscatory  tax. 
Next  year  it  will  be  $2.85  on  a  full  valuation.  Now,  on  the  basis 
of  our  rental  proposition  there,  in  the  building  that  has  no  service 
we  figure  10  per  cent  on  the  value  of  the  property  and  this  will  take 
$2.85  out  of  that  $10.00.  We  have  in  New  York  City  434,420  one 
and  two-family  houses.  These  houses  are  already  being  confiscated. 
The  savings  banks  are  not  foreclosing  mortgages,  the  building  asso- 
ciations are  not  foreclosing,  and  insurance  companies  are  not  fore- 
closing. There  were  160,000,000  dollars  of  uncollected  taxes  and 
assessments  on  the  city's  tax  books  on  the  first  day  of  January  of 
this  year. 

I  think  what  we  should  do  is  not  form  new  methods  of  taxation 
or  try  to  seek  new  som-ces  of  revenue,  which  would  be  swallowed 
up  by  new  functions  of  government,  but  as  Doctor  Johnson  sug- 
gested last  night,  is  to  make  everybody  conscious  that  they  are 
paying  at  least  part  of  this  tax,  even  though  they  are  tenants,  and 
try  to  stop  this  tremendous  expenditure  of  money.  One  of  the 
items  in  our  budget  is  seven  million  dollars  for  one  of  our  colleges. 

Chairman  Smith  :  Mr.  Doyle,  you  have  one  minute  more. 

Edward  P.  Doyle  (continuing)  :  And  yet  in  the  largest  college 
there  isn't  a  Christian  in  the  college.  I  don't  blame  the  Jews  for 
taking  advantage  of  this  higher  education.  They  are  doing  it  all 
over  the  world.  But,  you  see  the  great  mass  of  people  are  not 
benefiting  by  these  additional  expenditures.  If  we  go  to  a  hospital 
we  all  pay  for  nurses.  We  do  not  want  free  hospitals  and  free 
nurses  and  free  medical  attendance.  It  is  only  a  certain  class  of 
our  people,  and  it  is  done  entirely  by  propaganda.  Of  course,  one 
trouble  is,  we  are  giving  too  many  people  higher  education.  We 
have  in  New  York  City  4,500  bricklayers  and  19,000  lawyers.  The 
lawyer's  wife  looks  out  and  sees  the  bricklayer's  wife  with  a  Rolls- 
Royce  or  a  Lincoln,  and  immediately  she  wants  one  too.  Her  hus- 
band unable  to  get  it  by  practicing  law,  gets  it  by  some  new  depart- 
ment of  government  in  which  he  can  get  a  position.  The  same  with 
the  doctors  and  dentists.  We  have  too  many  of  them.  They  get 
up  some  new  function  of  government  whereby  they  can  get  posi- 
tions. 

Chairman  Smith:  Your  time  has  expired. 
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Philip  Zoercher  (Indiana):  On  the  question  of  intangibles  I 
am  going  to  suggest  to  you  a  plan  that  we  had  proposed  in  1919, 
when  we  revised  our  tax  laws  in  Indiana,  but  which  the  politicians 
became  afraid  of  and  did  not  adopt. 

We  have  in  our  constitution,  of  course,  that  "  equal  '"  provision, 
but  the  supreme  court  of  our  state  has  decided  that  the  question 
of  taxation  has  two  elements.,  one  the  rate  and  one  the  valuation. 
The  rate,,  of  course,  after  the  valuation  is  fixed,  must  be  equally 
applied  to  all,  and  just  valuation  must  be  made  as  -lo  property. 
With  respect  to  the  word  "  equal  ",  as  used  there,  the  court  has  in 
a  number  of  cases  decided  that  where  all  in  the  same  class  are 
treated  in  the  same  way,  the  equal  provision  of  the  constitution  is 
complied  with.  And  this  is  what  we  proposed  so  far  as  credits  and 
intangibles  are  concerned.  There  was  a  provision  in  the  law  that 
set  out  that  the  tax  payer  should  list  all  his  credits,  and  then  of 
course  there  was  also  a  section  defining  what  credits  were.  Then  it 
further  provided  that  after  he  had  set  out  all  of  his  credits  as  in- 
tangibles, if  he  filed  an  affidavit  that  he  had  listed  all  his  credits 
he  would  be  allowed  a  deduction  of  75  per  cent,  and  the  remaining 
25  per  cent  shall  be  the  value  for  taxation  purposes. 

The  next  section  provided  that  if  the  taxing  officer  found  or  had 
evidence  that  the  tax  payer  had  perjured  himself,  and  filed  a  written 
affidavit  that  he  had  not  listed  all  his  credits,  he  would  forfeit  his 
right  for  a  deduction,  and  a  penalty  of  five  per  cent,  in  addition, 
added  thereto,  not  as  the  end  of  a  lawsuit  but  by  the  taxing  officer 
himself.  If  a  man  had  $100,000.00  on  deposit  in  a  bank  or  in 
building  and  loan  stock,  or  any  credits,  and  he  listed  $80,000.00 
thereof,  thereby  conceiving  that  he  might  escape  a  tax  on  $5,000.00, 
that  he  would  then  be  taxed  on  $20,000.00,  and  if  the  rate  in  that 
community  w-as  three  per  cent  he  would  pay  a  tax  of  $600.00,  while, 
on  the  other  hand,  if  he  listed  all  his  credits  it  would  be  $750.00. 
But,  by  reason  of  filing  a  false  affidavit,  the  tax  would  be  $3,000.00 
and  the  penalty  $5,000.00.  In  other  words,  $8,000.00  would  have 
to  be  paid  by  him  instead  of  $750,  and  we  believed  if  that  law  had 
passed  it  would  have  placed  on  the  duplicates  of  the  state  of  Indiana 
over  a  billion  dollars.  Of  course,  we  took  away  the  right  of  de- 
ducting debts  from  credits  because  we  believed  that  anybody  who 
had  credits  and  would  be  taxed  on  a  25  per  cent  basis,  and  all 
other  property  on  a  true  value  basis,  that  is  all  the  concession  he 
should  ask. 

At  the  last  session  of  the  legislature  one  of  the  legislators  came 
to  see  me  and  submitted  a  list  of  what  we  sometimes  designate  as 
nuisance  taxes,  and  I  said  to  him,  "  Why  don't  you  go  back  and 
figure  up  those  three  sections  that  were  eliminated  in  the  bill  we 
prepared  in  1919?"  Before  I  knew  it,  it  was  introduced.  Of  course, 
if  he  had  come  to  see  me  and  said  they  were  going  to  introduce  it, 
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I  would  have  suggested  a  few  changes.  In  that  bill  there  were 
listed,  as  one  of  the  credits,  real  estate  lease  contracts  with  options 
to  buy.  That  was  designated  as  a  credit.  Of  course,  all  the  real 
estate  men  got  back  of  it  and  defeated  the  bill.  It  would  not  have 
been  defeated  if  it  had  not  been  for  that  clause;  and  that  clause 
went  in  without  my  suggestion,  but  the  chairman  suggested  it  should 
be  included,  it  should  be  considered  as  a  credit,  and  as  a  result  the 
real  estate  men  succeeded  in  defeating  the  bill,  although  in  the 
House  the  Ways  and  Means  Committee  unanimously  recommended 
the  passage  of  the  bill. 

The  suggestion  was  made  then  that  that,  of  course,  would  attect 
bank  stocks.  Of  course,  even  if  bank  stocks  had  been  given  that 
same  consideration  it  would  have  still  added  greatly  to  the  dupli- 
cates in  the  state  of  Indiana;  but  I  think,  as  far  as  bank  stocks  are 
concerned,  after  the  remark  that  Governor  Reed  made  last  night, 
what  ought  to  be  done  is  for  Section  5219  to  be  amended  to  read 
simply  this,  that  the  states  shall  assess  national  banks  the  same  as 
state  banks.  This  adding  of  money  capital  should  be  omitted  from 
that  amendment.  And  as  to  the  further  statement  that  the  Amer- 
ican Bankers'  Association  simply  have  control  of  the  Senate  and 
House  committees,  every  taxing  officer  here  should  go  home  and 
use  his  influence  in  his  own  state  and  such  ownership  in  the  United 
States  Congress  would  not  prevail  in  the  future. 

H.  C.  McKenzie  (New  York)  :  I  would  like  to  ask  Doctor  Loeb 
a  question.  Did  I  understand  you  to  say  that  the  school  tax  in 
Missouri  ranged  from  2  mills  to  3>4  mills  on  assessed  valuation, 
and  that  the  state  made  up  the  balance? 

Doctor  Isidor  Loeb:  The  plan  provides,  that  for  the  first  four 
years  of  their  proposed  period  the  local  districts  must  levy  a  tax 
of  20  cents,  and  then  there  is  added  to  the  proceeds  of  that  tax 
what  they  get  from  school  funds,  and  the  amount  is  deducted,  in 
the  case  of  elementary  districts,  from  $900,  and  the  state  makes  up 
the  balance,  and  then  that  is  increased  at  the  fourth  year ;  die 
minimum  is  increased  from  $900  to  $1500. 

Mr.  McKenzie:  Have  you  considered  what  effect,  if  any,  that 
will  have  upon  the  assessment  of  property  ? 

Dr.  Loee  :  It  simply  puts  a  premium  upon  all  assessments,  be- 
cause the  lower  the  assessment  the  lower  the  yield  of  the  local  tax, 
and  inevitably  the  greater  the  amount  from  the  state.  It  puts  a 
premium  upon  lower  assessments  and  hence  will  increase  the  in- 
equality which  already  exists. 

WiLLi.\M  H.  Blougett  (Connecticut)  :  I  was  greatly  interested 
in  the  paper  Mr.  Randell  read,  setting  forth  the  bank  tax  situation 
in  Kansas.     I  should  be  interested  now  in  making  the  inquiry  as  to 
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who  held  tlic  bag-  in  Kansas  when  the  national  banks  escaped  the 
tax  burden?  And  1  should  be  just  as  much  interested  to  learn  who 
held  the  bag  in  Wisconsin.  That  seems  to  me  to  be  a  pertinent 
inquiry,  because  we  all  agree,  as  I  understand  it.  that  the  real  estate 
.  of  these  states  is  sufficiently  taxed  and  generally  does  hold  the  bag. 
That  seems  to  me  to  be  pertinent.  It  is  a  phase  of  the  question 
which  no  one  had  discussed ;  and  I  am  going  to  ask  Mr.  Randall, 
if  he  is  present,  who  in  Kansas  held  the  bag  and  paid  the  amount 
that  was  lost  through  the  failure  to  collect  the  tax  on  intangubles 
in  Kansas. 

Mr.  R.-wd.^ll:  Mr.  Blodgett.  the  burden  naturally  had  to  fall  on 
that  property  that  was  visible.  It  fell  on  real  estate  and  it  fell  on 
tangible  personal  property.  I  might  say  that  although  we  have  had 
a  more  or  less  disastrous  effect  as  a  result  of  our  intangible  tax 
law,  it  has  really  afforded  some  pleasurable  things.  As-  you  no 
doubt  know,  we  have  had  very  enjoyable  trips  to  Chicago,  and  we 
have  gone  to  New  York,  and  gone  to  Washington,  so  those,  of 
course,  have  been  enjoyable. 

Mr.  Blodgett:  I  wonder  if  I  may  ask,  if  there  is  any  one  here 
from  Wisconsin,  where  they  had  trouble,  who  will  tell  us  who  paid 
the  bills  in  Wisconsin? 

Edw.\ri)  L.  Kellky  (Wisconsin):  The  result  in  Wisconsin  is 
practically  the  same  as  has  been  reported  by  the  gentleman  in 
Kansas. 

Mr.  Blodgett:  As  to  Minnesota,  may  I  inquire  if  there  was  any 
provision  made  in  the  law  for  anybody  except  real  estate  to  with- 
stand the  shock  ?  Is  there  any  one  from  Minnesota  who  could 
answer  that  question  ? 

W.  K.  Montague  (Minnesota)  :  Minnesota  is  in  a  little  dift'erent 
situation.  In  Minnesota,  largely  through  duress,  the  legislature 
has  made  an  agreement  with  the  banks  whereby  a  part  of  the  bank 
tax  has  continued  to  be  paid,  so  up  to  the  present  time  our  system 
has  not  been  upset. 

Mr.  Blodgett:  In  the  event  it  should  not  l)e  paid  in  your  state, 
can  you  tell  where  the  shock  would  fall  ? 

Mr.  Montague:  It  would  fall  on  the  other  sources  of  revenue, 
largely  the  ad-valorem  tax  on  real  estate  and  tangible  personal 
property,  as  in  the  other  states. 

Mr.  Blodgett:  I  will  ask  Mr.  Long  of  Massachusetts  who  holds 
the  bag  in  his  state. 

Henry  F.  Long  (Massachusetts):  Mr.  Blodgett,  in  Massachu- 
setts when  any  one  ceases  to  pay  taxes  because  of  these  reasons. 
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the  people  demand  less  of  government   and   we   have   less   appro- 
priation. 

Mr.  Blodgett  :  That  sounds  like  an  answer  of  the  committee  of 
the  American  Bankers  Association.  I  should  expect  that  answer 
from  Mr.  Cooke. 

They  have  had  a  great  reduction  in  New  York  State.  1  wonder 
who  holds  the  bag  in  that  state. 

EuwARi)  P.  Doyle  (New  York)  :  I  have  a  personal  friend  here — 
I  think  you  know  him,  too — who  will  make  good  any  deficit  in  any 
state  where  there  is  serious  hardship  to  the  property  owner  I 

Mr.  Blodgett  :  I  am  very  glad,  indeed,  that  some  of  the  mem- 
bers are  reputed  to  have  that  spirit  of  philanthropy.  But.  1  say  it 
is  not  a  humorous  thing,  a  tax  conference  where  we  are  discussing 
this  subject  in  the  light  of  these  realities,  particularly  those  realities 
that  come  to  the  taxpayer,  where  the  results  are  social  in  their 
effect.  If  they  are  not  conscious  of  it  now,  I  venture  to  say  they 
will  be  conscious  of  the  increase  in  taxes  and  the  legislative  erosion 
that  is  going  on  in  many  states.  You  all  say  it  is  real  estate  and 
tangible  personal  property  that  must  pay  for  it.  That  is  true,  but 
largely  the  burden  falls  on  real  estate,  and  w^e  might  say  at  least 
80  per  cent — that  is,  if  the  banks  should  not  pay,  80  per  cent  would 
fall  on  the  real  estate  owner.  It  is  a  high  percent  generally,  unless 
other  provision  is  made.  When  this  occurs,  if  the  legislature 
would  meet  and  impose  additional  taxes  on  other  bases  or  groups 
of  taxpayers,  other  than  the  farmers,  and  other  than  the  home 
owners,  some  time  in  the  world,  I  would  like  to  see  that  day  dawn. 
The  fellow  who  happens  to  hold  a  little  place  in  which  to  live,  for 
his  wife  and  babies,  and  the  farmer  who  holds  his  farm,  and  the 
manufacturer  who,  in  my  state,  has  a  factory,  are  always  eternally 
filling  that  bag  and  nobody  making  other  provision. 

Chairman  Smith:  We  have  a  few  minutes  left.  May  we  hear 
from  somebody  else? 

Fraxklix  S.  Edmonds  (Pennsylvania)  :  I  have  been  very  much 
interested  in  the  discussion  this  morning.  I  think  we  are  all  in- 
debted to  the  four  speakers  for  the  excellent  papers  they  have 
given  to  us. 

Now,  I  want  to  put  a  question  to  Mr.  Loeb,  who  represents  the 
Missouri  Tax  Commission.  As  I  understand  the  situation,  you  have 
7400  school  districts  there,  the  majority  of  which — I  think  you  said 
75  per  cent — are  single-building,  single-room  school  houses.  Have 
you  considered  at  all  the  advisability  of  attempting  to  consolidate, 
getting  a  broader  base,  instead  of  asking  for  a  larger  share  of  taxa- 
tion from  the  state,  and  to  see  whether  or  not  the  locality  by  putting 
in  operation  economies  cannot  furnish  a  better  article  in  education 


76  NATIONAL  TAX  ASSOCIATION 

and  at  the  same  lime  lor  a  lower  cost  to  particular  sections  of  the 
community  that  may  not  be  able  to  withstand  the  budget? 

To  my  mind  the  spirit  of  this  meeting,  as  it  started  last  night,  is 
along  the  line  of  expenditures.  I  do  not  believe  it  mearis  neces- 
sarily the  giving  up  of  the  heart  of  the  program  the  state  has 
adopted,  but  I  think  it  does  mean  such  readjustment  and  such  re- 
organizations as  will  lead  to  carrying  out  that  program  with  a 
higher  measure  of  economy. 

Now,  we  have  had  the  reports  of  two  state  tax  commissions  today 
on  revising  their  systems.  Have  we  any  suggestions  from  them 
which  look  toward  consolidating,  and  by  consolidating,  reducing 
costs?  I  think  that  question  is  particularly  pertinent  with  I\Iissouri, 
because  Missouri  gave  us  facts. 

Dr.  Loeb  :  In  the  first  place,  I  am  not  a  member  of  the  Missouri 
State  Tax  Commission  nor  of  the  State  Survey  Commission,  but  I 
wish  to  answer  the  gentleman's  inquiry  -by  stating  that  the  State 
Survey  Commission  emphasizes  the  enlargement  of  the  school  dis- 
trict. It  holds  out  inducements.  I  agree  entirely  with  what  the 
gentleman  has  said,  but  my  criticism  of  the  commission's  plan  is 
that  it  leaves  it  in  the  last  instance  entirely  voluntary  with  the 
voters  of  each  small  school  district,  whether  they  will  come  into 
the  enlarged  plan.  The  fundamental  crux  of  the  whole  difficulty 
,with  our  rural  school  problem  in  Missouri  is  the  small  district,  and 
there  are,  as  I  said,  7400  out  of  the  7800  that  are  one-room,  one- 
school  districts.  They  have  not  enough  assessed  valuation ;  they 
have  not  enough  tax  rate;  and  they  have  not  enough  population  to 
justify  it.     It  is  an  extravagant  and  inefficient  system. 

Now,  it  is  difficult  to  convince  the  one-room  school  districts,  of 
course,  that  it  is  a  desirable  thing  to  enter  into  an  enlarged 
program. 

The  commission's  plan  briefly  is  this:  They  olTer  this  $900  mini- 
mum to  every  school  district  in  the  state,  but  it  says,  although  after 
the  four-year  period  when  this  minimum  is  enlarged  to  $1050 — 
gradually  going  up  to  $1500 — "  You  cannot  receive  the  additional 
$150  if  you  have,  by  your  voters,  rejected  the  plan  of  enlargement," 
and  which  they  propose  to  introduce  through  the  creation  of  a  kind 
of  board  of  education. 

I  am  in  thorough  accord  with  the  commission's  plan  to  bring 
about  the  enlargement,  but  I  know  enough  of  human  nature  to 
believe  that  their  plan  of  guaranteeing  $900  to  these  small  districts, 
under  any  and  all  circumstances,  means  that  the  small  district  will 
be  entrenched  in  Missouri,  just  as  it  has  been  entrenched  in  New 
York  and  in  every  other  state  where  it  is  left  entirely  voluntary 
with  the  voters. 

Mr.  Edmonds:  I  think  that  the  alternative  plan  proposed  by  the 
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commission,  which  is,  as  I  understand  it,  that  out  of  the  state 
treasury  there  should  be  given  a  varying  fund  for  each  school  dis- 
trict— one  will  get  $100,  one  $125,  one  $150 — in  order  to  make  them 
up  to  the  $900  average — my  own  private  feeling  is  that  that  plan  is 
unconstitutional  under  most  of  the  constitutions  under  which  we 
operate.  And  I  confess  that  when  the  problem  of  the  small  school 
district  is  being  presented  as  urgently  as.  it  is,  that  this  is  the  time 
to  undertake  a  reorganization ;  and  when  there  is  a  desire  for 
economy  in  administration,  which  is  being  felt  at  the  present  time 
when  all  taxes  are  high,  is  the  time  to  get  rid  of  these  petty  dis- 
tricts, which  may  have  been,  as  was  said  by  a  speaker  at  the  con- 
ference last  year,  appropriate  in  the  horse-and-buggy  age,  but  not 
appropriate  at  all  in  the  modern  electrical  age.  I  am  a  little  sur- 
prised that  that  note  has  not  been  stressed  by  the  state  survey 
commissions.  It  probably  is  stressed  in  their  report.  My  own 
feeling  is  it  ought  to  be  stressed  because  it  is  in  accord  with  the 
best  way  of  securing  adequate  money  for  the  support  of  govern- 
ment and  at  the  same  time  a  relief  for  the  taxpayer  from  undue 
taxes. 

Frank  R.  Grant  (Missouri):  Gentlemen,  in  discussing  the 
matter  of  the  school  district  organization,  while  I  have  my  resi- 
dence in  the  state  of  Missouri,  my  business  also  takes  me  into  the 
state  of  Kansas.  1  just  want  to  illustrate  by  a  situation  that  exists 
in  one  of  our  so-called  consolidated  rural  high  school  districts  in 
the  state  of  Kansas,  in  Johnson  County,  which  adjoins  Kansas  City, 
Missouri. 

That  high  school  district  has  an  assessed  valuation  of  some 
§10,000.000.  It  has  an  enrollment  of  approximately  350  students  in 
the  high  school.  A  few  years  ago  when  the  district  was  organized 
it  voted  bonds  in  the  sum  of  $70,000  to  purchase  several  acres  of 
land  on  which  to  build  the  building,  which  is  modern  in  every 
respect,  to  take  care  of  these  students.  The  control  of  that  school 
district  was  directed  through  a  few  of  the  voters  out  of  all  who 
lived  within  the  district.  This  handful  of  voters  who  gathered, 
possibly  100  or  150  of  them,  elected  their  board  of  directors,  one 
man  each  year.  These  men  were  business  men  of  the  average  type, 
who  were  conducting  this  big  business.  They  finally  suggested, 
and  had  votes  to  put  it  over  had  it  been  submitted,  a  bond  issue  of 
.SI  50.000  to  build  an  addition  to  this  original  building,  where  the 
land  itself  only  cost  $70,000,  to  take  care  of  an  additional  enroll- 
ment of  30  students.  The  people  in  that  school  district  then  be- 
came aroused  to  the  point  where  they  began  to  make  inquiries  into 
what  was  going  on,  and  they  became  interested  in  the  business 
affairs  of  their  district,  and  at  the  next  annual  meeting  of  this  high 
school  district,  instead  of  100  or  150  of  the  voters  attending,  there 
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were  1200  assembled  to  elect  a  new  director  of  that  board.  They 
selected  one  of  the  best  known  lawyers  in  the  state  of  Kansas  to 
serve  on  that  board.  He  was  elected  and  went  into  session  with 
them.  Notwithstanding  the  fact  that  they  did  have  a  small  increase 
in.. enrollment,  and  did  have  some  need  for  larger  quarters,  they 
had  an  assessment  for  high  school  purposes  of  72  cents  on  each 
$100  of  assessed  valuation,  this  new  man  figured  they  could  provide 
the  necessary  additional  facilities  for  the  increased  enrollment  and 
employ  additional  teachers  and  raise  the  pay  of  every  teacher  and 
employee  of  the  high  school  district  and  cut  the  levy  from  72  cents 
to  61  cents. 

I  am  wondering  after  all.  when  these  situations  in  all  the  states 
absorb  the  major  portion  of  our  taxes,  whether  the  responsibility 
for  the  extravagances  and  inefficiencies  cannot  be  laid  right  at  the 
door  of  the  voter  himself. 

That  was  a  case  of  the  people  selecting  men  of  the  right  type  to 
run  the  school ;  they  did  it  on  a  more  efficient  basis  and  a  much 
more  economical  basis. 

The  gentleman  from  Xew  York  who  spoke  today,  and  also  the 
gentleman  from  California  who  spoke  last  night,  struck  the  keynote 
of  the  whole  trouble  when  he  said  we  do  not  pay  enough  attention 
to  expenditures  but  leave  the  solution  of  all  the  problems  to  the 
men  who  are  gathering  in  the  taxes.  It  is  in  a  case  like  this — and 
the  schools  are  the  important  part,  because  of  the  large  proportion 
of  the  expenditures  that  they  require — that  each  one  of  you  and 
your  families  are  responsible  for  many  of  the  inefficiencies  that 
creep  into  the  school  system  and  therefore  absorb  the  largest  part 
of  the  public  expenditures. 

I  thank  you,  sir. 

F.  W.  Raggio  ( T^ouisiana)  :  In  answer  to  the  gentleman  from 
New  York,  relative  to  the  immigration  from  Southern  Europe,  I 
will  say  that  I  hail  from  a  state  where  nearly  ninety  percent  of  the 
people  are  of  Latin  descent.  Being  such,  combined  with  the  de- 
lightful semi-tropical  climate  and  fertile  soil,  we  practice  our  slogan 
of  ■'  manana  ",  meaning  "  tomorrow  " — fJiat  is.  7i'e  did. 

Things  have  changed  in  Louisiana  in  the  past  two  years.  Our 
brilliant  young  Governor  has  awakened  us,  for  we  are  doing  things 
as  never  before  in  the  history  of  our  state,  especially  for  our 
schools  and  roads. 

We  have  a  system  of  consolidated  schools  not  excelled  in  the 
United  States,  free  night  schools,  and  free  school  books,  regardless 
of  denomination.  Our  state  aid  per  educable  is  $12.00,  combined 
with  the  one-cent  gasoline  tax,  disbursed  by  the  State  Board  of 
Education  to  the  poorer  i)arislies  (counties),  I  believe  solves  our 
school  problem. 
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We  are  building  3,000  miles  of  paved  roads,  to  be  completed  in 
the  next  two  years,  also  twice  that  much  mileage  of  gravel  roads, 
which  are  amply  taken  care  of  by  our  five-cent  gasoline  tax. 

L.  D.  Thompson  (Missouri)  :  I  just  want  to  speak  to  the  point 
that  the  gentlemen  from  Missouri  and  Kansas  brought  out.  I  don't 
believe  the  convention  got  that  important  point,  that  of  collecting 
delinquent  taxes.  The  state  of  Missouri  has  fifteen  millions  of 
delinquent  taxes.  I  suppose  every,  one  of  your  states  is  in  the  same 
rut,  many  of  you  in  deeper  ruts  and  some  of  you  not  quite  so  deep. 
Why  not  recommend  to  the  people  at  home,  when  we  go  back  to 
our  respective  states,  that  they  first  pass  laws  to  enforce  the  collec- 
tion of  the  taxes  that  are  now  assessed  and  uncollected? 

Chairman  Smith:  It  is  now  after  twelve  o'clock.  If  there  is 
no  further  discussion  we  have  some  announcements  to  make. 

President  Fairchild:  May  I  ask  your  indulgence  for  two  an- 
nouncements. Please  do  not  forget  that  the  secretary  desires  to 
receive  at  once  the  names  of  the  members  of  the  resolutions  com- 
mittee from  each  of  the  states.  Those  state  delegations  which  have 
not  yet  attended  to  that  are  urged  to  do  so  at  once. 

I  also  wish  to  repeat  the  notice  of  last  night  urging  you  to  pur- 
chase your  tickets  to  the  banquet  at  once.  It  is  a  big  undertaking 
for  this  hotel  to  arrange  the  affair,  and  the  hotel  management 
certainly  must  know  about  how  many  it  has  to  expect  at  that  ban- 
quet.    Thank  you. 

Mr.  Edmonds:  Mr.  President,  may  I  make  two  announcements? 
First,  will  the  Pennsylvania  delegation  meet  here  on  the  adjourn- 
ment of  this  morning's  session  so  we  can  elect  a  member  of  the 
committee  on  resolutions.  Second,  our  budget  ofificer.  Mi.  Town- 
send,  who  is  present  at  this  convention,  has  brought  with  him  a 
number  of  these  pamphlets  [exhibiting  pamphlets]  telling  of  the 
reorganization  of  the  state's  fiscal  system.  They  have  been  placed 
on  the  desk.  If  any  of  you  are  interested,  help  yourself  to  a  copy, 
and  if  you  have  any  questions.  Mr.  Townsend  and  his  associates 
will  be  only  too  glad  to  answer. 

(Motion  to  adjourn) 

(Adjournment) 
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Tuesday  Afternoon,  October  21,  1930 

R.  Wayne  Newton,  Director  of  Taxation,  jNIichigan  State  Farm 
Bureau,  presiding. 

Chairman  Newton  :  This  session  is  devoted  to  the  subject  of 
farm  taxation  under  the  heading  "  The  Tax  Problems  of  the 
Farmer." 

One  year  ago  at  the  Saranac  Conference  two  of  the  sessions  were 
devoted  to  farm  problems.  That  conference  did  two  things.  It 
clearly  presented  the  need  of  further  consideration  of  the  problem, 
and  it  seemed  to  me  that  it  gave  in  a  rough  outline  what  that  prob- 
lem might  be,  and  how  it  should  be  approached.  Today  we  are 
going  one  step  further  with  this  problem  and  taking  up  for  more 
detailed  consideration  the  steps  that  have  been  suggested  by  some 
as  having  merit  as  farm-tax  relief  measures.  I  believe  that  you 
will  find  this  program  at  least  equally  as  interesting,  and  no  doubt 
more  so.  Before  introducing  the  first  speaker.  President  Fairchild 
has  an  announcement. 

President  Fairchild:  Ladies  and  Gentlemen,  as  I  have  already 
told  you,  it  is  my  duty  to  announce  the  appointment  of  two  com- 
mittees of  the  conference,  the  committee  on  resolutions  and  the 
committee  on  credentials,  and  I  take  this  opportunity  to  announce 
that  the  committee  on  resolutions  will  consist  of  Henry  Long  of 
Massachusetts,  chairman,  and  one  member  from  each  state  delega- 
tion, those  members  to  be  chosen  by  their  respective  delegations. 
All  states  who  have  not  yet  chosen  their  representative  should  do  so 
at  once  and  notify  either  Mr.  Long  or  the  secretary  of  the  con- 
ference. 

The  committee  on  credentials  hasn't  a  very  laborious  task,  and  I 
have  thought  that  a  committee  of  two  would  be  sufficient,  and  have 
asked  Mr.  Tobie  of  Rhode  Island  to  serve  with  W.  G.  Query,  the 
secretary  of  the  conference,  as  our  committee  on  credentials. 

Now,  if  you  will  permit  me  to  step  out  of  my  character  as  chair- 
man of  this  conference,  and  appear  before  you  as  President  of  the 
National  Tax  Association,  I  have  a  brief  announcement  to  make 
which  has  to  do  with  the  nomination  of  officers  for  the  coming  year. 

As  you  are  aware,  during  the  past  year  this  Association  was  in- 
corporated, and  we  are  now  for  the  first  time  proceeding  as  a 
(80) 
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corporation,  duly  chartered  under  the  laws  of  the  District  of  Co- 
lumbia. If  this  were  a  business  corporation  I  presume  the  pro- 
cedure would  be  for  the  officers  of  the  corporation  to  bring  in  a 
slate  of  officers  for  the  coming  year,  to  be  voted  on  by  the  members 
or  the  stockholders,  and  I  am  informed  that  legally  that  is  the 
normal  procedure.  It  has  not  seemed  to  me  and  the  other  officers 
that  that  method  was  quite  appropriate  to  such  an  organization  as 
this,  and  I  have  therefore  decided  to  proceed  according  to  our  time- 
honored  custom,  and  appoint  a  committee  on  nominations.  So,  if 
there  is  no  objection  from  the  Association  I  should  like  to  an- 
nounce the  following  committee  on  nominations.  Before  announc- 
ing the  names  I  should  probably  further  explain  our  custom.  It 
has  been  the  practice  to  appoint  a  committee  of  five  members  and 
to  call  upon  the  services  of  the  ex-presidents  of  the  Association. 
Those  gentlemen  are  for  very  obvious  reasons  eminently  fitted  to 
serve  in  this  capacity  without  embarrassment  to  themselves  or 
others,  and  1  think  that  good  custom  should  continue  to  be  followed. 
There  are  present  with  us  now,  so  far  as  I  have  been  able  to  learn, 
two  ex-presidents  and  two  others  are  expected  to  arrive  at  any 
time.  I  have  therefore  appointed  these  four,  plus  an  additional 
member,  with  the  understanding,  which  I  hereby  annoimce,  that  in 
case  any  one  of  these  four  ex-presidents  should  not  finally  appear 
in  time  to  function,  I  reserve  the  right,  should  that  occasion  arise, 
to  increase  the  committee  to  the  number  of  five  by  making  other 
appointments,  which  I  will  announce  at  the  first  opportunity. 

The  committee,  then,  on  nominations  is  as  follows:  Chairman, 
William  Bailey  of  Utah,  George  Vaughan  of  Arkansas,  Harley  L. 
Lutz  of  New  Jersey,  Mark  Graves  of  New  York,  and  C.  S.  Lamb 
of  Pennsylvania. 

There  are  certain  announcements  regarding  the  local  entertain- 
ment, which  ought  to  be  at  least  repeated  and  emphasized.  I  see 
Mr.  Cady  is  here.  We  are  greatly  indebted  to  Mr.  Cady  for  the 
arrangements  made  for  our  comfort,  which  we  already  know  have 
been  excellently  made  and  the  results  of  which  we  are  already 
appreciating,  and  I  know  you  will  be  glad  to  see  Mr.  Cady  face  to 
face,  those  of  you  who  have  not  done  so  already.  I  will  ask  him 
to  make  such  announcements  as  he  cares  to  at  this  time — Mr.  Cady. 

Theodore  S.  Cady,  chairman  Local  Committee  on  Arrange- 
ments : 

Gentlemen,  my  only  word  is  to  urge  that  you  determine  as  soon 
as  possible  the  number  that  will  attend  the  banquet  tomorrow  eve- 
ning. You  are  scattered  in  two  or  three  hotels  around  the  city, 
rnd  the  only  way  we  can  be  fair  to  this  hotel  is  to  let  them  know, 
as  soon  as  possible,  how  many  will  be  at  the  banquet.  They  require 
some  advance  notice,  of  course.  They  are  going  to  bear  with  us, 
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I)ut  tickets  are  on  sale  outside  the  door  of  this  room,  and  we  will 
appreciate  your  early  purchase  of  those  tickets. 

We  have  been  disappointed  in  that  we  have  not  had  as  many 
ladies  register  for  the  reception  at  the  home  of  Mr.  and  Mrs.  Jones 
this  evening,  and  for  the  bridge  luncheon  Thursday,  as  we  ex- 
pected. There  is  no  necessity  for  rushing  to  get  those  names  in. 
except  to  arrange  for  transportation.  All  ladies  are  urged  to  reg- 
ister at  the  desk  just  outside  the  door  if  they  intend  to  attend  those 
two  functions. 

It  is  rather  inappropriate  to  talk  about  golf  this  afternoon,  with 
snow  flying  every  few  minutes  and  the  sun -entirely  hidden,  but  we 
are  desirous  to  know  the  probable  number  that  will  play  golf  to- 
morrow afternoon  if  the  sun  shines.  That  is  in  order  to  arrange 
for  transportation  to  the  club  and  return.  Would  you  mind  having 
a  show  of  hands  of  those  who  probably  will  play  tomorrow  after- 
noon with  favorable  weather  conditions.    Just  let  me  see  your  hands. 

(Hands) 

Mr.  Cady  :  There  are  not  many  here.  There  were  a  number 
playing  this  afternoon,  but  I  tlimk  that  this  will  give  us  an  indi- 
cation. 

Presioknt  Fairchild:  Thank  you  very  much  indeed. 

Chairman  Newton  :  In  arranging  for  the  farm  tax  program  it 
was  desired  to  bring  before  you  the  most  authentic  information  that 
could  be  had,  and  of  course  that  required  finding  someone  that 
could  present  the  farmer's  own  point  of  view  most  forcibly.  The 
gentleman  that  we  have  chosen  for  that  purpose  qualifies  most 
admirably.  He  has  been  a  farmer  all  his  life.  He  has  earned 
recognition  nationally  as  a  farm  leader,  having  begun  organization 
work  right  back  on  the  back  roads,  soliciting  memberships.  He  is 
not  unaccustomed  to  facing  an  audience  that  might  at  one  time 
have  been  hostile. 

I  believe  that  the  time  has  come,  or  at  least  is  rapidly  approach- 
ing, when  the  farmer's  sentiment  upon  taxation  has  reached  a 
sufficient  point  of  crystallization,  and  the  views  of  other  people 
have  reached  a  sufficient  point,  that  the  proposals  that  farmers 
have  to  ofYer  may  be  considered  as  coming  within  the  field  where, 
at  least,  debate  can  be  had  in  a  pleasant  way.  And  therefore  it  is 
a  special  privilege  to  introduce  to  you  President  Sam  H.  Thomson 
of  the  American  Farm  Bureau  Federation. 

Sam  H.  Thompson  :  Mr.  Chairman,  Ladies  and  Gentlemen :  Be- 
fore I  attempt  to  discuss  this  question  I  want  to  make  a  short  state- 
ment regarding  our  farm  bureau  studying  the  problems  of  taxation. 
Most  of  our  states  have  tax  departments  which  have  been  studying 
taxing  problems   for   several   years.     There  has  been   an   insistent 
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demand  coming  from  some  states  that  the  American  Farm  Bureau 
Federation  join  such  states  to  study  together  the  problems  that 
concern  different  states,  with  the  idea  of  arriving  at  some  definite 
conclusions  as  to  what  might  be  done  to  get  more  uniform  plans 
of  taxation  in  the  different  states  that  might  be  beneficial,  and,  if 
possible,  getting  to  a  place  where  the  burden  of  taxation  was  equi- 
tably distributed  over  all  the  people.  We  have  for  two  years  been 
having  committees  that  have  given  their  time  and  thought  in  the 
states  and  have  come  in  and  studied  taxation  from  the  standpoint 
of  what  has  been  done  in  the  states,  and  also  what  might  be  done 
to  accomplish  and  better  those  conditions. 

As  a  result  of  their  studies  we  have  a  committee  composed  of  the 
chairman,  Mr.  Watson,  from  the  Illinois  Agricultural  Association, 
who  is  director  of  taxation ;  Mr.  Newton,  from  Michigan,  who 
occupies  the  same  position  in  that  state,  and  v.-ho  is  chairman  of 
this  afternoon's  meeting;  ]Mr.  W'hite  of  New  York,  who  has  been 
associated  with  taxing  bodies  of  that  state  officially,  and  also  as 
president  of  the  Farm  Bureau  and  a  member  of  our  Board  of  Direc- 
tors;  Professor  Brindley.  professor  of  Economics  at  Ames  College; 
and  also  our  secretary,  Mr.  Windard.  I  am  giving  you  this  little 
background  because  the  things  we  are  considering  are  not  being 
considered  just  by  farm  people  alone. 

We  realize  that  this  is  a  broad  field  and  that  there  is  a  great 
need,  and  only  such  sound  conclusions  as  will  render  real  construc- 
tive benefit  to  all  will,  after  all,  effect  the  things  that  we  are  trying 
to  do.  So,  we  have  continually  tried  to  cooperate  with  other  groups, 
and  I  want  to  say  that  those  men  whom  I  have  named,  with  the 
exception  of  one,  are  here  this  afternoon.  We  are  vitally  interested 
in  taxation  from  the  standpoint  of  the  farmer  and  also  from  the 
standpoint  of  the  citizen,  becau.se  we  are  rapidly  coming  to  the 
place.  I  think,  where  we  need  to  carefully  consider  how  we  are 
going  to  amend  the  constitutions  and  the  things  that  are  necessary 
to  fit  into  this  progressive  age  of  ours.  If  we  are  going  to  do  that 
we  must  consider  the  ways  and  means  by  which,  so  far  as  is  pos- 
sible, to  spread  the  burden  equitably. 

THE  PROBLEM  OF  FARM  TAXATION 

SAM    H.  THOMPSON 
President,  American  Farm   Bureau  Federation 

The  taxation  problems  of  American  agriculture  arise  chiefly 
from  the  general  property  tax  and  its  inherent  injustice  in  any 
state  of  much  urban  or  industrial  development.  Like  other  real 
estate,  farm  land  can  neither  migrate  nor  evade  assessment.  Like 
urban  homes  occupied  by  their  owners,  farm  lands  can  not  shift 
their  taxes.     The  theory  that  any  increase  in  taxes  will  be  shifted 
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in  the  lower  prices  which  new  owners  of  such  property  will  pay 
gives  no  comfort  to  present  farm  owners. 

In  other  respects  agriculture  is  in  a  peculiarly  exposed  position. 
More  than  any  other  real  estate  except  urban  homes  occupied  by 
their  owners,  the  value  of  farm  lands  and  homes  is  determined  in 
part  by  considerations  of  sentiment  as  well  as  profit.  A  much 
larger  percentage  of  farm  people  are  owners  of  tangible  property 
that  is  actually  taxed  than  is  true  of  people  engaged  in  any  other 
great  industry.  Agriculture  exacts  of  its  people,  both  operators 
and  the  members  of  their  families,  more  labor  than  is  required  by 
any  other  great  industry.  For  their  labor  and  the  property  they 
own,  it  gives  them  lower  average  returns,  both  in  money  and  in  the 
money  value  of  commodities  consumed,  than  any  other  great  in- 
dustry pays  its  people.  Agriculture  is  less  able,  therefore,  to  pay 
taxes  on  the  same  values  than  any  other  great  industry. 

In  the  United  States,  the  general  property  tax  has  long  been  the 
source  of  nearly  all  funds  expended  for  state,  county  and  local  pur- 
poses. It  is  still  the  source  of  funds  for  more  than  one-third  of 
all  state  expenditures  and  for  nearly  93  per  cent  of  all  county  and 
local  expenditures. 

In  the  long  history  of  the  general  projierty  tax.  both  in  Europe 
and  in  America,  its  weaknesses  have  been  admitted  by  all  recog- 
nized authorities  on  taxation.  The  Western  European  nations  have 
largely  abandoned  it  for  broader  and  more  equitable  bases  of  taxa- 
tion. We  still  refuse  to  profit  by  their  experience.  In  recent  years, 
however,  the  rapidly  increasing  complaints  of  property  owners, 
especially  real  estate  owners,  rapidly  increasing  delinquency  in 
payment  of  taxes  in  many  parts  of  the  country,  and  the  growing 
inadequacy  of  revenue  to  meet  the  rising  costs  of  state,  county  and 
local  government  have  aroused  interest  and  concern.  Most  of  the 
States  have  set  up  special  commissions  for  the  study  of  revenue 
problems  and  for  the  recommendation  of  changes  in  revenue  sys- 
tems. Some  of  the  special  commissions  have  presented  excellent 
reports  and  recommendations,  but  nothing  really  adequate  or  effec- 
tive has  been  accomplished  in  any  state.  Taxes  levied  on  property 
have  continued  to  mount.  Delinquency  in  many  states  has  con- 
tinued to  increase.  It  is  becoming  more  difficult  to  sell  property 
for  delinquency,  hence  the  increasing  use  of  the  alternative,  which 
is  forfeiture.  Tax  sales  and  forfeiture,  intended  for  use  against 
owners  able  but  unwilling  to  pay,  can  never  be  used  successfully 
against  owners  where  any  considerable  portion  of  them  are  willing 
but  unable  to  pay. 

Our  states  still  cling  to  the  general  property  tax  for  several 
reasons.  First  among  these  is  probably  inertia  arising  from  an 
erroneous  habit  of  thought.  A  very  large  number  of  well-meaning 
people,  mostly  those  who  do  not  own  real  property,  believe  that  the 
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general  property  tax  is  equitable.  They  believe  that  owners  of 
property,  especially  real  estate,  ought  to  supply  most  of  the  revenues 
necessary  to  maintain  government.  They  are  shocked  and  often  are 
incensed  at  any  suggestion  that  they,  also,  have  duties  and  obliga- 
tions in  the  support  of  government.  As  alv^ays  happens  when  any 
class  of  people  have  long  been  the  recipients  of  free  or  easy  gov- 
ernmental favors,  they  easily  drift  into  the  conviction  that  they 
have  a  vested  right  to  them. 

Another  important  reason  for  the  retention  of  the  general  prop- 
erty tax  is  the  resistance  of  selfish  and  powerful  interests  and 
individuals  to  proper  changes  in  taxing  systems.  Such  persons  and 
interests  have  no  illusions  about  the  advantageous  position  they 
occupy  under  the  general  property  tax.  They  know  their  partial  or, 
in  many  cases,  total  immunity  therefrom.  They  often  shun  the 
ownership  of  the  forms  of  property  which  cannot  easily  evade 
assessment.  When  the  ow-nership  of  such  property  is  necessary  in 
their  business  they  usually  employ  skilful  attorneys  to  represent 
them  before  assessing  bodies.  Many  of  them  are  contributors  to 
campaign  funds.  Having  much  influence  with  the  press,  they  are 
the  source  of  much  of  the  newspaper  propaganda  designed  to  be- 
cloud revenue  questions  and  confuse  voters.  They  often  dominate 
state  and  national  organizations,  even  against  the  real  interest  of 
most  of  their  membership.  They  commonly  argue  that  the  weak- 
nesses of  the  general  property  tax  are  not  inherent  but  administra- 
tive. They  usually  plead  against  immediate  action  by  raising  other 
issues  such  as  the  necessity  of  further  research,  especially  in  ex- 
•  penditures. 

Another  reason  for  the  continued  dominance  of  the  general 
property  tax  in  the  revenue  systems  of  our  states  is  interstate 
interference  or  competition.  The  fear,  usually  unfounded,  of  driv- 
ing out  wealth  or  industries  has  often  defeated  proper  and  needed 
changes.  It  is  still  delaying  the  establishment  of  income  taxes  in 
many  states  and  the  more  extensive  use  of  income  taxes  in  the 
states  which  are  already  using  this  source  of  revenue. 

In  the  long  history  of  taxation,  some  truths  have  been  well 
established.  We  know  that,  in  the  long  run,  every  legitimate, 
equitable  and  permanent  tax  must  be  paid,  either  directly  or  in- 
directly, out  of  the  net  earnings  of  persons  or  property.  If  there 
are  no  net  earnings,  any  taxes  levied  impair  some  element  of  value 
and  are  self -limiting.  Unless  they  are  intended  to  destroy  values, 
such  taxes  are  not  legitimate.  They  cannot  be  made  part  of  any 
permanent  system  of  revenue. 

We  know,  therefore,  that  any  taxes  on  agricultural,  mercantile, 
industrial  or  other  business  property  are  indirect  levies  upon  the  net 
earnings  or  income  produced  by  the  use  or  rental  of  such  property, 
whetlier  such   income  is  received  in  money,  or   in   commodities  or 
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services  having  money  value.  Taxes  on  homes  or  durable  con- 
sumption goods  such  as  furniture  or  pleasure  cars  are  indirect  levies 
upon  services  having  money  value.  They  are  no  less  taxes  on 
earnings  or  income  because  they  are  levied  directly  upon  property. 

We  know  that  the  general  property  tax  can  be  reasonably  equi- 
table only  under  primitive  or  pioneer  conditions.  It  is  only  under 
such  conditions  that  there  is  little  variety  in  the  kinds  of  tangible 
property  which  then  is  chiefly  agricultural  property;  that  there  is 
little  or  no  intangible  property;  that  there  is  little  urban  or  indus- 
trial development ;  that  there  is  little  tendency,  either  rural  or  urban ; 
that  there  is  little  employment  for  wages  and  salaries ;  that  there  is 
little  professional  service  for  fees  or  commissions ;  and  that  practi- 
cally every  household  pays  taxes  on  its  own  residence  and  business 
property  which  it  occupies  and  upon  which  it  employs  its  own 
labor,  skill  and  management. 

We  know,  also,  that  primitive  or  pioneer  conditions  no  longer 
exist  in  any  state  of  the  Union.  We  know,  therefore,  that  the 
present  general  property  tax  is  not  now  and  can  never  again  lie 
equitable.  On  the  contrary,  the  longer  it  is  required  to  be  the  chief 
support  of  government  and  the  more  complex  the  social  conditions 
of  the  population  become,  the  more  inequitable  the  general  property 
tax  is  certain  to  be.  This  has  been  its  history  in  every  country  in 
the  world.  This  is  the  history  it  is  making  today  in  every  state  of 
our  own  country. 

We  know  that  different  kinds  of  property  greatly  vary  in  the 
amount  of  labor,  skill  and  management  required  of  their  owners 
for  efficient  operation ;  in  the  extent  to  which  they  may  be  operated, 
with  profit  to  their  owners,  by  hired  labor  or  by  the  labor  of  ten- 
ants; in  the  certainty  and  regularity  with  which  they  produce  value; 
in  the  relationship  between  their  net  production  and  their  value ; 
in  the  rapidity  with  which  they  depreciate  or  become  obsolete;  in 
the  extent  to  which  they  are  subject  to  depletion  and  to  which 
depletion  will  injure  coming  generations;  in  their  ability  to  evade 
assessment;  and  in  their  ability  to  shift  any  taxes  which  may  be 
levied  upon  them.  We  know,  therefore,  that,  on  the  basis  of  ability. 
the  general  property  tax  cannot  he  equitable  among  owners  of 
different  kinds  of  property. 

In  theory,  the  ability  of  any  property  to  produce  net  returns  is 
the  principal  factor  which  determines  its  sale  value.  In  practice. 
we  know  that  value  is  determined  in  part,  and  often  in  large  part, 
by  other  considerations  such  as  sentiment,  inflation,  economic  con- 
ditions in  different  industries,  the  necessities  of  either  buyer  or 
seller,  or  expectations  as  to  future  values  which  may  never  be  real- 
ized. None  of  these  considerations  give  any  taxpaying  ability  or 
have  any  proper  place  in  an  equitable  taxing  system.  We  know, 
therefore,  that  taxation  of  property  on  the  basis  of  value  imposes 
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very  unequal  burdens  on  the  al)ility  of  owners  either  of  the  same 
kinds  or  of  different  kinds  of  property.  We  know,  aiso,  that  the 
lag  of  assessments  behind  changing  values  of  property  makes  the 
burden  of  taxation  lightest  upon  owners  when  property  is  advancing 
in  value  and  heaviest  when  it  is  losing  in  value. 

We  know  that  the  present  state  systems  of  taxation  virtually 
exempt  from  direct  taxation  the  majority  of  the  citizens  in  most  of 
our  larger  cities  and  in  many  of  our  states  of  largely  urban  popula- 
tion. A  striking  example  is  found  in  the  city  of  Chicago,  where 
all  the  real  estate  is  owned  by  about  210,000  or  215,000  different 
persons  and  corporations.  Many  of  the  owners  do  not  live  or  have 
their  main  offices  in  the  city  of  Chicago  or  even  in  the  state  of 
Illinois.  The  census  of  1920  found  that  only  27  per  cent  of  the 
homes  of  Chicago  were  occupied  by  their  owners.  Out  of  the  many 
thousands  of  offices,  the  thousands  of  corporations,  the  numerous 
mercantile  establishments,  now  reported  to  be  about  47,000.  and  the 
entire  population,  now^  comprising  close  to  800,000  households,  not 
more  than  40.000  pay  any  personal  property  taxes  whatsoever. 
This  is  less  than  5  per  cent  of  the  total  number  of  offices,  corpora- 
tions, mercantile  establishments  and  households  in  Chicago.  At 
least  95  per  cent  of  them  pay  no  personal  taxes  at  all.  Few  of  them 
pay  any  taxes  on  real  estate.  We  know,  therefore,  that  most  of  the 
citizens  of  Chicago  and  of  the  households  therein  are  wholly  ex- 
empted by  the  Illinois  taxing  system  and  by  the  method  of  its 
administration  from  making  any  direct  contribution  to  the  cost  of 
their  state,  county  and  local  government. 

Similar  examples  of  virtual  or  total  exemption  could  be  given  in 
other  states.  In  New  York  City,  for  example,  only  12.7  per  cent 
of  the  homes  in  1920  were  occupied  by  their  owners.  In  Boston 
the  percentage  was  18.5,  in  Cambridge  17.6,  and  in  Fall  River  19.7. 
In  Jersey  City  it  was  19.7.  Out  of  68  cities  of  more  than  100,000 
population  in  the  country  as  a  whole,  in  1920,  only  Des  Moines  and 
Grand  Rapids,  both  among  the  smaller  cities  of  this  class,  reported 
more  than  50  per  cent  of  home  ownership.  Of  all  of  the  states 
and  the  District  of  Columbia,  only  22  reported  more  than  50  per 
cent  of  home  ownership  in  their  entire  population.  In  New  York 
State  the  percentage  was  30.7,  in  Georgia  30.9,  in  Rhode  Island 
31.1,  in  South  Carolina  32.2,  in  Louisiana  23.7,  in  Mississippi  34.0, 
in  Alabama  35.0,  in  Connecticut  37.3,  and  in  New  Jersey  38.3.  In 
the  entire  United  States  only  45.6  per  cent  of  all  homes  were  home- 
owned ;  54.4  per  cent  of  all  homes,  urban  and  rural,  at  that  time 
were  rented. 

The  percentages  quoted  were  for  the  year  1920.  Almost  every 
state  and  qity  then  reported  a  lower  percentage  of  home  ownership 
than  it  had  reported  in  earlier  years.  The  census  of  1930  will 
doubtless  show  the  same   uninterrupted   trend.     The   figures  given 
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testify  eloquently  how  far  we  had  gone  ten  years  ago  ni  virtually 
exempting  the  greater  part  of  our  population  from  any  direct  par- 
ticipation in  the  cost  of  state,  county  and  local  governmcni. 

We  know  that  one  of  the  worst  effects  of  our  present  state  sys- 
tems of  taxation  is  their  failure  to  arouse  the  civic  conscience  of  all 
citizens.  Dependence  on  the  general  property  tax  almost  wholly 
exempts  the  majority  of  citizens  from  direct  taxation.  It  is  inevi- 
table that  citizens  o'f  any  community  who  pay  no  direct  taxes  should 
be  careless  of  the  quality  of  their  public  officials  and  of  the  admin- 
istration of  their  fiscal  systems.  Xo  such  system  of  wholesale 
exemption  can  promote  a  proper  interest  in  governmenv.  It  is  not 
consistent  with  the  fundamental  principles  of  a  democracy.  Equal 
opportunity  to  enjoy  the  benefits  and  privileges  of  stable  govern- 
ment requires  participation  in  the  costs  of  government  in  some  pro- 
portion to  ability  to  contribute  to  such  costs. 

It  is  idle  to  expect  much  improvement  in  the  administration  of 
government  until  our  revenue  laws  are  so  modified  as  to  require 
every  household  to  contribute  equitably  and  directly  to  the  cost  of 
government.  Without  such  a  requirement  we  cannot  reasonably 
expect  to  establish  and  maintain  proper  procedure  in  either  the  levy 
or  the  expenditure  of  money  for  public  purposes.  With  such  a 
requirement  every  household  will  have  a  stake  in  government,  public 
policies  and  officials  will  be  subject  to  much  more  careful  scrutiny, 
and  economy  in  public  expenditures  will  become  more  than  a  mean- 
ingless phrase. 

The  ability  theory  of  taxation  is  now  generally  accepted  as  the 
only  possible  basis  for  levying  general  taxes.  The  federal  govern- 
ment has  followed  it  with  fair  success.  As  usual,  practice  in  the 
states  lags  far  behind.  None  of  our  states  are  using  the  ability 
theory  except  in  the  crudest  way.  Why  is  this  true?  It  is  doubt- 
less partly  due  to  the  powerful  resistance  of  persons  and  interests 
who  are  partially  or  wholly  exempted  by  the  present  taxing  systems, 
and  partly  due  to  interstate  competition.  Another  important  reason 
is  the  want  of  any  information  among  the  people,  including  prop- 
erty owners,  about  the  amounts  of  income  received  from  different 
sources.  Until  within  the  last  five  years  no  state  could  proceed 
very  far  except  upon  conjecture  in  any  attempt  to  levy  taxes  on 
the  basis  of  ability. 

It  is  no  longer  necessary  to  proceed  blindly,  either  in  the  nation 
as  a  whole  or  in  any  of  the  states,  in  correcting  our  taxing  systems 
on  the  basis  of  ability.  In  the  publications  of  the  National  Bureau 
of  Economic  Research,  Inc.,  of  New  ^'ork,  we  have  the  results  of 
many  years  of  study  and  analysis  of  the  national  income  by  some 
of  the  foremost  economists  and  statisticians  of  the  entire  country. 
In  their  volume  7.  published  in  1925.  we  have  the  distribution  of 
the  national  income  in  1919,  1920  and  1921,  by  sources,  among  the 
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several  states.  In  their  volume  15,  published  early  in  193U,  we 
have  the  distribution  of  the  national  income,  by  sources,  for  every 
:.ear  from  1909  to  1925,  and  tentatively  for  the  years  1926,  1927 
and  1928.  The  mformation  given  in  volume  7  can  be  used  in  dis- 
tributing among  the  states,  with  at  least  rough  approximation,  the 
amounts  of  national  income  from  different  sources  given  by  the 
National  Bureau,  in  their  recent  volume  15. 

From  the  publications  of  the  national  bureau,  we  now  know  that 
wages  and  salaries  alone  now  make  up  about  5/  or  58  per  cer.t,  and 
interest  and  dividends  about  nine  or  ten  per  cent  of  the  total  real- 
ized national  income,  this  term  denoting  the  current  net  income  of 
the  entire  population.  About  two-thirds  of  all  net  income,  there- 
fore, is  derived  from  sources  which  pay  little  or  no  state,  county 
and  local  taxes.  Even  in  the  income-tax  states,  exemptions  and 
low  rates  relieve  most  income  from  such  sources  of  the  payment 
of  much  tax. 

If  two-thirds  of  the  realized  national  income  is  derived  from 
sources  which  pay  little  or  no  state,  county  and  local  taxes,  the 
remaining  one-third  of  national  income  must  be  derived  from  the 
sources  which  pay  nearly  all  such  taxes.  This  remaining  one-third 
contains  all  net  income  from  individually  owned  tangible  property, 
whether  owner-operated  or  rented,  including  the  labor,  skill  and 
management  of  all  owner-operators  and  the  unpaid  labor  of  mem- 
bers of  their  families.  This  remaining  one-third  of  net  income, 
therefore,  is  only  partly  attributable  to  the  ownership  of  property. 

It  is  not  possible  accurately  to  separate  the  two  sources  of  income 
from  owner-operation  of  property,  but  various  considerations  readily 
show  the  high  proportion  of  such  combined  income  due  to  the 
personal  service  given  by  owner-operators.  The  national  bureau 
reports  owner-operators  or  entrepreneurs  in  the  Union  as  nearly 
10,000,000  in  recent  years.  In  this  number  are  all  operating  far- 
mers whether  they  own  both  land  and  personal  property  or  only 
personal  property.  It  is  obvious  that  a  much  larger  portion  of 
the  income  of  farm  tenants  comes  from  their  own  labor,  skill  and 
management  than  from  the  ownership  of  the  farm  personal  prop- 
erty they  use.  The  same  is  true  of  all  mercantile  and  industrial 
enterprises  in  which  the  stock  in  trade  or  the  tools  and  implements 
used  are  not  of  high  value.  The  same  is  true  of  all  professional 
people,  who,  if  paid  with  fees,  are  classified  as  owner-operators  of 
business  enterprises.  The  relatively  small  amount  of  professional 
property  or  facilities  used  in  their  business  by  most  lawyers,  physi- 
cians, dentists,  engineers,  artists,  barbers,  beauty-shop  operators, 
and  bootblacks,  and  by  a  host  of  other  professional  people  paid  with 
fees,  is  a  much  less  important  source  of  their  income  than  their 
own  labor,  skill  and  management. 

It  is  only  in  the  larger  farms  operated  by  their  owners,  and  in 
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the  laii^cr  unincorporated  mercantile  and  industrial  enterprises,  that 
the  value  of  the  property  operated  may  sometimes  run  so  high  as  to 
equal  or  exceed  the  labor,  skill  and  management  of  the  owner- 
operators  as  a  source  of  earnings.  In  such  instances  the  greater 
ability  and  skill  required  of  the  owner-operators  usually  entitle 
them  to.  more  often,  far  more  than  an  average  allowance  for  the 
value  of  their  services. 

.Any  fair  allowance  for  the  services  of  owner-oijerators  will  leave 
a  relatively  small  percentage  of  total  national  income  to  be  attri- 
buted solely  to  the  ownership  of  the  tangible  property  which  pays 
most  state,  county  and  local  ta.xes.  .\n  average  allowance  of  $1000 
to  each  owner-operator  for  his  own  services  and  for  the  unpaid 
service  of  members  of  his  family  would  surely  be  little  enough. 
The  National  Bureau  gives  in  preliminary  estimates  the  average 
annual  wage  of  wage-earners  in  the  United  States  as  a  whole  as 
$1,217  in  1926  and  as  $1,205  in  1927.  An  average  annual  allow- 
ance of  only  $1,000  each  to  nearly  ten  million  individual  owner- 
operators  of  property  and  business  enterprises  would  leave  some- 
what less  than  22  per  cent  of  total  national  income  attributable 
solely  to  the  ownership  of  the  tangible  property  they  own  and 
operate.  An  average  allowance  of  $1200  each  would  leave  some- 
what more  than  193^  per  cent  attributable  to  such  ownership.  An 
average  allowance  of  $1500  each  would  leave  somewhat  more  than 
16  per  cent  attributable  to  such  ownership. 

The  foregoing  discussion  relates  to  net  income  in  the  United 
States  as  a  whole.  The  ])ercentages  given  are  averages  for  the 
entire  country.  The  percentages  of  total  net  income  which  are 
derived  from  wages  and  salaries,  interest  and  dividends  by  the 
entire  population  of  many  states  vary  more  or  less  from  the  aver- 
age. Some  exceed  the  national  average.  Some  fall  short  of  it. 
Thanks  again  to  the  National  Bureau  of  Economic  Research,  Inc.. 
it  is  possible,  at  least  with  rough  approximation,  to  determine  the 
facts  about  net  income  in  each  of  the  states.  The  facts  about  all 
income  derived  in  1919.  1920  and  1921  from  sources  paying  little 
or  no  state,  county  and  local  taxes  are  given  in  the  table  on 
page  91. 

The  highest  percentages  of  total  net  income  which  ;irc  derived 
from  wages,  salaries,  interest  and  dividends  are  found.  ;is  one  would 
expect,  in  states  where  the  population  is  predominantly  urban  or 
industrial,  or  usually  both.  In  this  list  the  District  of  Columbia 
seems  to  have  stood  first  in  the  three-year  i)eriod  1919.  1920  and 
1921.  Its  rank  was  no  doubt  due  chiefly  to  the  very  large  amount 
then  paid  in  salaries  for  government  .service.  The  highest  one- 
fourth  of  the  states,  in  descending  brder,  were  Rhode  Island. 
Massachusetts.  Connecticut,  New  Jersey,  Pennsylvania,  Delaware. 
New  Ilam])shire.  New  York,  Ohio,  Maryland,  Nevada  and  Michi- 
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Percentages  of  Current  Net  Income  of  the  ExMtire  Population 

Derh'ed  from  Wages,  Salaries,  Interest  and  Dividends,  and  from  the  I ndividual 

Oivnership  of  Tangible  Property,  Including  the  Personal  Industry 

of  all  Owncr-O'pcrators  of  Property,  and  of  all  Professional 

Persons  Paid  with  Fees. 


Computed  from   Income  in  the  Various  States,  I 
Distribution,  in   1919,  1920  and  192 

National  Bureau  of  I:: 


Sources  and 
mic  Research,  Inc.,  New  York,  1925. 


Percentages  of  Total 
Income  Derived  From 


Wages, 

Salaries, 

Interest 

and 

Dividends. 


Dist.  of  Columbia  76.89 

Rhode  Island  .  ..  75-73 

Massachusetts...  75-'o 

Connecticut 73-87 

New  Jersey 71-23 

Pennsylvania !  71 .07 

Delaware j  70.48 

New   Hampshire.!  69.78 

New  York :  68.62 

Ohio 68.58 

Maryland ;  68.55 

Nevada   68.14 

Michigan '  67.33 

Illinois I  66.55 

West  Virginia...!  66.12 

Arizona j  65.35 

Maine !  64.19 

Indiana 62.48 

California    62.28 

Missouri 62.21 

Minnesota    . . . . .  61.34 

Washington 6i.c6 

Utah 59.61 

Colorado 59-57 

Virginia 59.42 


Ownership 

of  Tangible 

Property 

and 
Personal 
Industry  of 
all  Owner- 
operators. 


23.11 
24.27 
24.90 
26.13 
28.77 

28.9^ 
29.52 
30.22 
3>-38 
3'-42 

3 '-45 
31.86 
32-67 

33-45 
33-88 

34-65 
35-81 
3752 
37-72 
37-79 

38.66 
38-94 
40.39 
40-43 
40.58 


I  Florida 

Montana  .  . . . 
Vermont  .  . . . 

New  Mexico 
Oregon    .... 

Louisiana  . . . 
Wyoming  .  . . 
Wisconsin  .  . . 
Kentucky  ... 
Iowa    ..'.... 

j  Nebraska  . . . . 

.Alabama  .  .  . . 
j  rennessee. .  .  . 

Kansas  .   . .    . 

Georgia 

Oklahoma  . . . 

Idaho 

I  North  Dakota 
South  Carolin; 

North  Carolir 
South  Dakota 
.Arkansas  .  . . . 
Mississippi  •  - . 


Percentages  of  Total 

Income  Derived  Prom 

Ownership 

of  Tangible 

Wages, 

Property 

Salaries, 

and 

Interest 

Personal 

and 

Industry  of 

Dividends. 

all  Owner- 

operators. 

59. '3 

40.87 

58.75 

41.25 

58-44 

41.56 

58-13 

41.87 

57-88 

42.12 

57.70 

42.30 

57-23 

42.77 

57t'9 

42.91 

56.50 

43-50 

55.00 

45.00 

53.52 

46,48 

53-24 

46.76 

52.73 

47.27 

52-55 

47-45 

50.-^5 

49.45 

49.70 

50.30 

48.23 

51.77 

47-65 

52.35 

45.03 

54-97 

44-''7 

55-33 

44-57 

55-43 

43-70 

56.30 

41-33 

^8.67 

38.16 

61.84 

63.67 

37-33 
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gan.  The  dominance  of  New  England  and  the  Middle  Atlantic 
States  in  this  group  is  obvious.  Only  two  of  the  twelve  states  are 
classified  as  mid-western.  The  high  position  of  the  single  far- 
western  State,  Nevada,  was  no  doubt  due  to  the  mining  industry, 
in  which  a  large  portion  of  its  population  was  employed.  The  per- 
centages for  all  the  states,  in  descending  order,  are  given  on 
page  91. 

All  of  the  states  in  the  highest  grouj)  considerably  exceeded  the 
national  average  in  the  percentages  of  total  net  income  derived 
from  sources  paying  little  or  no  state,  county  and  local  taxes.  The 
population  of  the  District  of  Columbia,  Rhode  Island  and  Massa- 
chusetts now  probably  derive  more  than  three-fourths  of  their  in- 
come from  virtually  non-taxpaying  sources.  In  Ohio,  Maryland, 
Nevada  and  Alichigan.  the  lowest  ranking  states  of  this  group,  in- 
come from  such  sources  now  probably  falls  little  if  any  short  of 
70  per  cent  of  the  total.  If  with  income  from  these  sources  is 
included  a  fair  allowance  for  the  labor,  skill  and  management  of 
owner-operators  of  property,  and  for  the  unpaid  labor  of  members 
of  their  families,  there  is  probably  not  a  state  in  this  group  in 
w'hich  the  ownership  of  tangible  property,  chiefly  real  estate,  pro- 
duces much  more  than  fifteen  per  cent  of  the  total  net  income  of 
the  entire  population.  Yet  real  estate  still  pays  the  most  of  their 
taxes. 

The  lowest  percentage  of  total  net  income  derived  from  wages, 
salaries,  interest  and  dividends  are  found,  as  one  would  expect,  in 
states  w^here  the  population  is  predominantly  rural.  The  twelve 
states  having  the  lowest  percentages  in  1919,  1920  and  1921,  in  the 
ascending  order,  were  ^Mississippi,  Arkansas,  South  Dakota.  North 
Carolina,  South  Carolina,  North  Dakota,  Idaho.  Oklahoma,  Texas, 
Georgia,  Kansas  and  Tennessee.  Eight  are  southern  states,  three 
are  plains  states,  and  one  is  a  mountain  state.  But  even  in  Missis- 
sippi and  Arkansas,  income  derived  from  wages,  salaries,  interest 
and  dividends  now  falls  little,  if  any,  short  of  40  to  42  per  cent  of 
the  total.  If  with  income  from  these  sources  is  included  a  fair 
allowance  for  the  labor,  skill  and  management  of  owner-operators 
of  property,  and  for  the  unpaid  labor  of  members  of  their  families, 
the  population  even  of  Mississippi  and  .Arkansas,  the  lowest  per- 
centage states  in  the  Union,  then  derived  and  no  doubt  still  derives 
much  more  than  one-half  of  their  total  net  income  solely  from 
personal  industry  and  much  less  than  one-half  from  property.  Yet 
property,  chiefly  real  estate,  still  p.-;ys  most  of  their  taxes. 

In  every  state  of  the  Cnion.  the  income  of  the  pioneers,  either 
in  money  or  in  commodities,  was  derived  almost  wholly  from  the 
owner-operation  of  farm  jiroperty.  We  know,  therefore,  that  the 
portion  of  national  income  derived  from  wages  and  salaries  has 
increased  from  practically  nothing  in  pioneei  days  to  57  or  58  per 
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cent  at  the  present  time,  and  that  the  portion  derived  from  interest 
and  dividends  has  increased  from  practically  nothing  to  nine  or  ten 
per  cent  at  the  present  time. 

We  know,  therefore,  that  the  portion  of  the  national  income 
derived  from  sources  which  pay  little  or  no  state,  county  and 
local  taxes  has  increased  from  practically  nothing  to  about  two- 
thirds  of  the  total.  There  can  be  no  doubt  that  the  percentage  of 
national  income  derived  from  practically  non-taxpaying  sources 
will  continue  to  increase.  The  continued  increase  in  tenancy  and 
in  corporate  organization  and  the  continued  decrease  in  the  number 
of  individual  enterprises  in  relation  to  the  entire  population  can 
have  no  other  result.  We  know,  therefore,  that  until  all  our  state 
taxing  systems  are  radically  modified,  individual  property  owners, 
especially  owners  of  real  estate,  will  be  less  and  less  able  to  carry 
the  present  grotesquel)'^  unfair  distribution  of  the  cost  of  state, 
county  and  local  government.  We  know  that  the  ownership  of 
homes  and  farms,  or  of  any  other  kind  of  property  which  cannot 
shift  its  taxes,  is  becoming  less  and  less  desirable.  Until  the  taxing 
systems  of  the  several  states  are  greatly  modified,  we  may  expect 
avoidance  of  such  ownership  rapidly  to  increase.  As  a  result,  we 
may  expect  the  value  of  such  property  further  to  decrease,  with 
increasing  delinquency,  tax  sales  and  forfeitures,  and  with  increas- 
ing inadequacy  of  funds  in  many  taxing  districts. 

The  American  Farm  Bureau  Federation  has  declared  itself  op- 
posed to  special  favors  for  any  class  in  national,  state  or  local 
taxation ;  in  favor  of  continued  and  impartial  study  of  the  facts  of 
taxation,  including  the  social  and  economic  effects  of  any  system 
of  revenue;  in  favor  of  requiring  every  person  owning  or  oper- 
ating property  for  profit  or  profitably  employed  to  contribute 
directly,  in  proportion  to  ability,  to  the  cost  of  government;  and 
against  total  exemptions  from  taxation  as  destructive  of  a  whole- 
some and  general  public  interest  in  efficiency,  economy  and  honesty 
in  the  administration  of  government. 

Organized  agriculture  supports  proper  control  of  budgets,  bond 
issues  and  expenditures,  but  does  not  have  much  confidence  in  any 
great  improvement  either  in  making  assessments  or  in  controlling 
expenditures  under  any  system  of  wholesale  exemptions  from  taxa- 
tion. It  does  not  believe  that  the  confiscatory  taxation  of  homes 
and  farms  can  be  avoided,  or  that  the  majority  of  the  population 
in  any  highly  developed  urban  or  industrial  state  can  be  reached 
directly  in  any  other  way  except  through  an  income  tax. 

Organized  agriculture  believes  that  radical  changes  in  revenue 
systems  will  be  forced  by  increasing  inadequacy  of  funds  for 
public  purposes  and  by  impending  confiscation  not  only  of  property 
in  the  less  able  taxing  districts  in  many  states  but  also  of  the  poorer 
properties  and  non-productive  properties  in  many  urban  and  sub- 
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urban  communities.  It  does  not  believe  that  the  states  can  afford 
to  let  values  be  destroyed  by  inequitable  taxing  systems.  It  be- 
lieves, therefore,  that  the  time  has  come  for  action. 

Chairman  Newton:  I  have  been  asked  to  state  that  the  Amer- 
ican Farm  Bureau  Federation  is  expecting  to  hold  a  conference  on 
taxation  for  the  benefit  of  its  members,  friends  and  others  inter- 
ested in  the  farm-tax  problem,  at  the  Muehlebach  Hotel,  in  this  city, 
beginning  Friday  afternoon.  Any  of  you  arc  cordially  invited  to 
be  present  if  you  care  to  attend. 

The  next  speaker  on  this  program  has  been  retained  by  groups 
interested  in  real  estate,  especially  the  National  Real  Estate  Asso- 
ciation and  building  and  loan  associations,  to  state  the  tax  problem 
as  it  affects  that  class  of  property,  which,  as  President  Thompson 
has  said,  is  paying  a  very  large  percentage  of  all  taxes. 

It  is  a  great  pleasure  to  introduce  to  you  Professor  Simeon  1^. 
Leland  of  the  University  of  Chicago.  * 

S.  E.  Leland  (Illinois)  :  When  I  was  asked  to  discuss  the  sub- 
ject of  the  relations  between  federal,  state  and  local  fiscal  systems 
I  was  not  apprised  of  the  fact  that  I  was  to  appear  upon  a  farm 
program.  The  relations  there  are  somewhat  more  numerous  than 
relationships  of  a  rural  character,  but  the  farmers  in  attacking  their 
problem  have  given  us  an  openness  of  mind  that  at  least  prepares 
them  for  almost  anything.  I  suggest  that  attitude  of  mind  may 
well  prepare  you  for  what  I  have  to  say. 

THE  RELATIONS  OF  FEDERAL.  STATE 
AND  LOCAL  FINANCE 

.SIMEON    E.    LELAND 
Associate   I'rofessor  of  Economics,  University  of  Chicago 

The  relation  of  intergovernmental  finance  in  the  United  States  is 
a  problem  almo.st  as  old  as  the  commonwealth  itself.  It  is  a  prob- 
lem which  has  frequently  been  discussed  at  the  conferences  of  the 
National  Tax  Association  ^  and  in  the  reports  of  its  various  com- 
mittees.-     Probably  little  that  is  tiew  can  be  said- 

'  See,  for  examiile,  V..  K.  -A.  Seligman,  "  Relation  of  State  and  Federal 
Finance,"  Proceedings,  Nation.m.  Tax  .Assocr-vriON,  1909,  pp.  213-26;  H.  P. 
Willis,  "  Relation  of  Federal  to  State  and  Local  Taxation,"  Proceedings, 
Nationai.  Tax  Association,  kio;,  pp.  201  10.  ■  Discussion  on  the  Relations 
of  Federal  and  State  Taxation,  i'l  ..m  1  11  \>,s,  National  Tax  Association, 
1909,  pp.  239-64.  (ieneral  Disnissi. m,  k.huion  of  Federal  and  State  Taxa- 
tion, Proceedings,  Nation  \i.  Tw  A-xm  1  \  i  kin,  1Q19,  pp.  128-46. 

-  As,  for  example,  Report  of  Committee  on  Double  Taxation  and  Situs  for 
Purposes  of  Taxation,  Proceedings,  National  Pax  Association,  1914,  pp. 
233   fT. ;   Preliminary   Report  of  the  Committee  Appointed   by  the   National 
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The  problem  of  the  fiscal  relations  between  governments  is  but 
part  of  the  larger  problem  of  intergovernmental  relations  which 
arises  whenever  a  people  are  governed  by  more  than  a  single  politi- 
cal unit.  The  problem  is  rendered  complex  today  by  the  overlap- 
ping of  competing  local  political  jurisdictions  organized  functionally 
and  territorially  in  every  state.  In  Illinois,  for  example,  there  are 
two  and  a  fraction  governments  for  every  1000  people.  If  this 
ratio  prevails  throughout  the  country,  there  are  over  250,000  gov- 
ernments vv'hose  interrelations  must  be  taken  into  account.  Further 
complications  arise  from  the  unequal  distribution  of  wealth  and 
income  among  individuals,  territories  and  economic  groups. •"■  As  a 
result  of  this  fact,  capacity  to  support  government  is  also  unequal. 
The  attempt  locally  to  maintain  governments  where  taxable  capacity 
is  lacking  results  in  little  net  gain  to  those  governed.  Political  units 
of  this  type  soon  degenerate,  yet  their  existence  is  often  prolonged 
by  "  doles  "  from  the  state.  The  maintenance  of  independent  gov- 
ernments in  regions  where  surplus  taxable  capacity  exists  is  no  less 
undesirable  from  a  social  viewpoint,  since  such  districts  resent 
attempts  to  tax  their  wealth  for  the  benefit  of  non-residents.  Thus, 
the  maintenance  of  complex  governmental  structures  gives  rise  to 
numerous  social,  economic  and  political  problems. 

The  interrelations  among  units  with  independent  or  quasi- 
independent  political  spheres  are  generally  accidental.  Recognition 
of  mutual  difficulties  or  the  anticipation  of  common  gains  has,  how- 
ever, led  to  amalgamations.  Independent  political  spheres  have 
vanished  as  more  powerful  groups  have  conquered  their  neighbors. 
The  evolution  of  modern  states  has  been  accompanied  by  a  concen- 
tration of  power,  the  unification  of  functions  and  the  centralization 
of  the  means  of  support.*  Purely  local  government  has  been  dis- 
placed by  units  operating  in  larger  territories.  Nationalism  has 
endeavored  to  weld  these  bodies  into  a  union  but  the  process  in  the 
United  States  has  not  been  completely  successful.  The  division  of 
powers  among  our  governments  is  anomalous.  The  central  govern- 
ment possesses  only  delegated  —  largely  defective  —  powers.  The 
states  which  have  powers  reserved  to  them  are  so  circumscribed  on 
the  one  hand  by  constitutional  limitations  and  on  the  other  by  the 
interstate  character  of  our  economic  and  social  system  that  effective 

Tax  .\ssociation  lo  Prepare  a  Plan  of  A  Model  System  of  Stale  and  Local 
Taxation,  ibid.,  1919,  pp.  426  ff. ;  Report  of  Committee  on  Simplification  of 
State  Taxation  of  Business  Concerns,  ibid.,  1926,  pp.  155  ff. ;  ibid.,  1927,  pp. 
323  ff. ;  ibid.,  1928,  j)p.  398  ff. ;  ibid.,  1929,  pp.  152  ff. ;  Report  of  Com- 
mittee of  National  Tax  Association  on  Reciprocity  in  Inheritance  Taxation, 
ibid.,  1927,  pp.  415  ff. ;  ibid.,  1928,  pp.  478  ff. ;  ibid.,  1929,  pp.  200  ff. 

•'  See  especially,  Blough,  The  Geographical  Problem  in  Wisconsin  Taxa- 
tion, Bulletin  No.  39,  Wisconsin  Tax  Commission,  June,   1930. 

"*  Cf.  Bastable,  Public  Finance  (3rd  ed.  revised  and  enlarged,  1922),  pp. 
113   ff. 
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government,  social  control,  or  even  financial  administration  is  im- 
possible. The  central  government  is  unable  to  expand  its  functions 
or  develop  its  fiscal  system  because  of  constitutional  limitations  and 
the  practical  antagonisms  of  lesser  nigh-sovereign  states.  The 
localities,  particularly  those  of  metropolitan  character  whose  func- 
tions and  budgets  exceed  those  of  the  states  of  which  they  are  a 
part,  possess  practically  no  sovereign  powers,  are  mere  agencies  of 
the  states  and  are  so  restricted  in  the  choice  of  fiscal  measures  that 
the  taxable  capacity  found  within  their  borders  is  seldom  available 
to  finance  local  government.  The  framework  of  government  thus 
erected  has  become  a  matter  of  custom,  as  well  as  of  law.-'  Change 
comes  slowly,  experimentation  is  made  negligible,  and  the  crossing 
of  territorial  as  well  as  functional  boundary  lines  is  rendered 
difficult. 

The  ideal  relationship  between  federal,  state  and  local  revenue 
systems  is  one  of  unity.  The  financial  system  of  a  nation  should 
be  highly,  if  not  completely,  integrated.  The  tax  system  should  resti 
upon  a  diversified  base,  the  net  operative  effect  of  which  should  be 
taxation  under  the  principle  of  progression  or  ability  to  pay.  Every 
tax  need  not  be  on  the  basis  of  individual  faculty,  as  benefit  charges 
should  be  freely  incorporated  in  the  system.  The  revenue  system 
should  be  under  the  control  of  a  single  governmental  unit  —  the 
national  government — so  as  to  secure  uniformity  of  laws,  adminis- 
tration and  burdens,  and  to  make  possible  effective  adjustment  of 
tax  loads  as  changing  economic  conditions  and  governmental  needs 
may  require.  The  administration  of  such  a  system  should  be  cen- 
tralized, or  located  where  maximum  efficiency  can  be  secured.  The 
revenue  receipts  produced  by  the  system  should  be  shared  with  all 
governmental  units  in  such  proportions  and  amounts  as  to  maximize 
the  social  utilit\-  of  government. 

The  ideal  which  has  been  stated  will  be  very  difficult  of  attain- 
ment. Nevertheless,  the  immediate  undertaking  should  be  so  as  to 
relate  governments,  their  functions  and  financial  structure  that  this 
ideal  may  be  gradually  approached.  A  logical  first  step  is  the  inte- 
gration of  governments. 

Xo  form  of  government  or  its  structure  is  an  end  in  itself.  In 
the  beginning,  government  was  created  to  satisfy  common  needs 
and  administer  to  collective  wants.     Its  value  continues  only  so  long 

•'•  Compare  ;  •'  in  the  main  the  structure  of  local  government  and  the  way 
in  which  local  problems  are  handled  have  not  been  changed  since  the  state 
was  created.  In  fact,  some  aspects  of  present  institutions  have  not  been 
altered  since  the  English  esta.blished  the  provincial  government  of  New 
York  after  driving  out  the  Dutch  in  1664.  *  *  *  *  the  main  features  of 
county  government  have  not  been  changed  in  the  146  years  since  New  York 
became  a  state  *  *  *  *  where  changes  have  been  made  they  are  of  a  patch- 
work character."— A\-/>c';-/  oj  Special  Joint  Committee  on  Taxation  and  Re- 
trenchment, 1923,  pp.  II,  12,  13. 
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as  general  welfare  is  enhanced — a  thing  which  is  often  obscured  by 
the  fetishes  attached  to  particular  forms  and  theories  of  govern- 
ment, such  as  that  of  the  United  States,  the  nature  of  which  was 
determined  when  the  country  was  but  a  fringe  of  small  agricultural 
settlements  along  the  Atlantic  coast.  Collective  wants  were  then 
few  and  the  demands  upon  government  were  simple  as  well  as 
local  in  character.  Since  the  colonial  period,  economic  and  social 
changes  have  taken  place,  the  population  has  multiplied  many  times, 
its  wealth  and  income  have  increased,  the  territorial  area  to  be 
governed  has  been  enlarged,  new  functions  have  been  engrafted 
upon  the  old  political  structure,  new  units  of  government  have  been 
created,  changes  in  transportation,  communication  and  the  general 
level  of  education  have  transpired.  Economic  life  is  national,  or 
even  international  in  character,  freely  crossing  political  boundaries 
except  where  artificial  political  trade  barriers  have  been  erected. 
Economic  activity  thus  occupies  a  field  practically  divorced  from 
that  of  the  American  state.  As  a  result  government  trails  industry 
in  the  technique  of  service  and  the  sating  of  wants.  While  indus- 
trial integration  has  been  going  on,  the  opposite  tendency  has  domi- 
nated governmental  policy.  The  governmental  sphere  no  longer  is 
coextensive  with  the  sphere  of  economic  activity. 

The  first  problem,  therefore,  is  to  bring  our  political  structure 
into  harmony  with  our  economic  unit.  This  calls  for  governmental 
integration  and  the  enlargement  of  the  territorial  base  for  govern- 
ment. The  place  to  begin  is  with  the  abolition  of  the  township.^ 
In  Iowa,  for  example,  there  are  1675  townships,  in  Kansas  1500. 
in  Ohio  almost  1400,  in  Michigan  1376,  in  Illinois  1327,  in  Missouri 
1299.  In  Ohio  the  number  of  townships  within  a  single  county 
varies  from  8  to  28;  the  area  of  each  is  about  30  square  miles  and 
the  population  outside  of  municipalities  averages  under  1000."  These 
governments,  many  of  which  cannot  support  themselves,  and  whose 
primary  function  has  been  the  building  of  township  roads  and  the 
maintenance  of  one-room  schools,  perform  no  functions  which  can 
not  and  should  not  be  performed  by  larger  political  units.  The 
time  has  come  when  this  New  England  tradition  should  be  dis- 
carded.® 

Along  with  the  abolition  of  townships  should  go  special  school 
districts,  road  districts,  sewer  districts,  mosquito  and  pest  abatement 
districts,  and  similar  subdivisions.     In  Illinois  in  1918  there  were 

•^  For  similar  recommendations  see  Report  of  the  Joint  Legislative  Com- 
mittee oil  Economy  and  Taxation,  Ohio.  1926,  pp.  249  ff. ;  Report  of  New 
York  Tax  Commission,  1928,  pp.  lo-ii;  Compton,  Fiscal  Problems  of  Rural 
Decline,  pp.  178  ff. 

'  Report,  Ohio,  supra,  p.  249. 

8  This  is  applicable,  of  course,  only  to  certain  northern  stales,  as  township 
government  was  never  a  characteristic  of  local  government  in  the  South. 
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12.000  school  districts.'-'  In  1925  there  were  1,488  road  districts^" 
and  over  16,000  governments  of  all  kinds."  Too  frequently  have 
these  units  been  organized  for  the  purpose  of  avoiding  the  pro- 
visions of  tax-rate  and  debt-limit  laws.  This  type  of  financial 
gerrymandering  has  led  to  extravagant  support  of  functions  in 
some  districts  while  in  others  there  was  a  lack  of  financial  re- 
sources. State  aid  for  education  has  been  designed  to  correct  this 
mal-distribution  of  tax  resources  but  aids,  on  such  a  basis,  do  not 
strike  the  heart  of  the  problem.  The  remedy  is  governmental  re- 
organization and  the  abolition  of  special  districts  rather  than  their 
ameliorated  perpetuation  through  state  grants. 

The  aboHtion  of  county  government  should  also  be  seriously  con- 
sidered. Many  counties  possess  too  few  people  and  too  little  wealth 
to  justify  the  maintenance  of  government.  These  '"  pauper  coun- 
ties "  have  often  relied  upon  grants  from  the  state  for  their  support, 
as  in  Kentucky  and  Virginia.^-  At  the  opposite  extreme,  counties 
containing  metropolitan  cities  are  so  dwarfed  in  their  functions  that 
their  existence  is  superfluous,  as  will  be  seen  more  fully  in  subse- 
quent paragraphs.  The  movement  to  aboHsh  or  consolidate  coun- 
ties is  thus  appearing  in  the  largest  and  most  populous,  as  well  as 
in  the  least  populous  and  poorest  counties.  The  number  of  counties 
alone  furnishes  a  prima  facie  case  for  their  consolidation.  In  Ken- 
tucky they  number  120.  Virginia  and  North  Carolina  have  100, 
Missouri  has  114,  Kansas  105,  Indiana  92,  Ohio  88,  whereas  Massa- 
chusetts has  14,  Connecticut  8  and  Rhode  Island  5.  The  number 
of  officials  required  to  run  these  petty  governments  is  enormous. 
In  Indiana,  in  addition  to  over  1000  township  trustees,  there  are 
"  276  county  commissioners,  644  county  councilmen  to  watch  the 
county  commissioners,  3048  members  of  the  advisory  boards  as  sort 
of  guardians  over  the  1000  and  more  trustees,"  and  in  addition 
over  1000  elected  county  officials — "  an  average  of  54  officers  to  the 
county."  ^^  The  financial  burden  of  supporting  this  staff  of  officers 
is  enormous.  Their  support  constitutes  a  permanent  charge  against 
taxpayers  before  any  services  for  the  benefit  of  citizens  are  per- 
formed. In  New  York,  for  example,  over  36  per  cent  of  the  ex- 
penditure of  counties  and  over  20  per  cent  of  the  expenditures  of 
towns  from  1918  to  1921   went   for  the  support  of  general  govern- 

^  Administration  of  Public  funds  iii  Illinois,  p.  20. 

'0  Auditor  of  Public  -Accounts,  Statement  of  Indebtedness  of  the  State  of 
Illinois  and  the  Politieal  Subdir'isions  Thereof.  January  I,   1925,  p.  3. 

1 '  /bid. 

T-Cf.  The  Go7'ernment  of  Krntiukv.  Report  of  Efiieienev  Commission. 
V.il.    I. 

1-  Miller,    "Cost    '.(    ('miiily    Ciovcrnnu-nts,    United    States    Daily,    Oct.    2, 
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ment.  constituting  practically  an  overhead  cost  antecedent  to  the 
performance  of  governmental  functions.^* 

The  inability  of  many  counties  to  support  government  has  re- 
sulted in  frequent  attempts  to  correct  the  situation  by  the  granting 
of  state  aid  or  the  extension  of  state  functions.  The  counties  have 
been  principally  concerned  with  the  construction  of  roads,  the  de- 
velopment of  educational  facilities,  the  maintenance  of  a  few  chari- 
table institutions  and  the  administration  of  justice,  functions  which 
are  rapidly  being  taken  over  by  the  state. ^^  Possibly  small  and 
impecunious  counties  should  be  consolidated  as  a  first  step  in  a 
program  of  economy  and  efficiency,  but  in  the  end  they  should  be 
abolished  as  units  of  government,  their  functions  being  transferred 
to  the  state.  Where  local  administrative  areas  are  required  for  the 
effective  performance  of  functions  hitherto  performed  by  localities 
such  areas  should  be  created  by  the  state  but  their  boundaries  and 
functions  should  be  flexible,  changing  as  conditions  may  require. 
This  step  will  leave  city  government  in  its  present  position;  its 
sphere  should  be  widened  so  that  adjacent  areas  sociallj'  and  eco- 
nomically affected  by  city  action  may  be  under  control  of  urban 
units. 

State  governments,  too,  cannot  escape  the  need  for  change. 
There  are  already  too  many  states.  Our  economic  and  social  life 
passes  over  state  political  boundaries,  leaving  the  states  impotent 
to  regulate  it.  No  longer  can  single  states  adequately  tax  by  simple 
formulae  the  property  of  interstate  corporations.  Their  attempts 
too  frequently  result  in  obnoxious  double  taxation,  in  impediments 
to  commerce  and  the  free  movement  of  capital.  Conventions  to 
promote  uniformity  in  state  legislation  must  be  held,  committees  like 
those  of  the  National  Tax  Association  must  work  for  reciprocity 
and  the  elimination  of  double  taxation,  and  the  courts  must  be  pre- 
vailed upon  to  erect  standards  of  acceptable  state  legislation.  Re- 
cently the  courts  have  shown  a  disposition  to  impose  limits  upon 
state  tax  powers  which  may  sooner  or  later  bring  uniformity  in 
state  tax  policies  relating  to  interstate  business. i°     But  promising 

1*  Davenport.  An  Analysis  of  the  Cost  of  Municipal  and  State  Govern- 
ment, p.  79.  In  1923  excessive  costs  for  administering  local  poor  relief  in 
New  York  were  pointed  out.  —  Report  of  the  Special  Joint  Committee  on 
Taxation  and  Retrenchment,  1923,  pp.  71  ff.     See  also  pp.  82  ff. 

^5  Cf.,  e.  g..  State  Expenditures,  Tax  Burden,'  and  Wealth,  a  report  by 
the  Special  Joint  Committee  on  Ta.xation  and  Retrenchment,  New  York 
State,  1926,  pp.  65-8. 

16  As,  for  example,  in  Frick  v.  Pennsylvania,  268  U.  S.  473  (1925); 
Rhode  Island  Hospital  Trust  Co.  v.  Doughton,  270  U.  S.  65  (1926)  ;  Safe 
Deposit  and  Trust  Co.  of  Baltimore  v.  Virginia,  280  U.  S.  83,  Utnted  States 
Daily,  Nov.  26,  1929;  Farmers  Loan  and  Trust  Company  v.  Minnesota,  280 
U.  S.  204,  United  States  Daily,  Jan.  8,  1929;  Baldwin  v.  Missouri,  281  U.  S. 
586,  United  States  Daily.  May  27,  1930. 
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as  this  course  of  action  appears,  it  cannot  prevent  the  movement  of 
capital  and  industry  to  escape  taxation  when  tax  subsidies  are 
offered,  nor  can  it  eliminate  the  evil  of  competitive  tax  exemption 
or  competitive  mal-administration.  Treaties  between  states  under 
the  compact  clause  of  the  Federal  Constitution  offer  some  promise 
for  the  future.  Regional  government  has  possibilities  which  should 
be  investigated  Greater  hope,  however,  w^ould  inhere  in  a  recon- 
stitution  of  states  territorially  or  in  the  complete  elimination  of 
state  government  as  it  now  is  and  the  substitution  therefor  of  ad- 
ministrative districts  under  federal  control,  local  autonomy  and  local 
experimentation  being  secured  by  state  or  regionally-elected  ad- 
ministrative councils.  Perhaps  the  details  of  such  a  scheme  are 
both  imperfect  and  impractical  but  the  problems  of  today  call  'for 
a  very  different  type  of  government  than  we  now  have.  The  needs 
of  economic  classes,  of  territories  specializing  in  manufacturing, 
commerce  and  agriculture  cannot  be  met  by  our  federal  geograph- 
ical form  of  government.  It  is  time  that  the  utility  of  its  structure 
be  examined  and  that  it  be  adapted  to  current  conditions. 

The  problems  of  the  metropolis  call  for  similar  treatment.  The 
human  relations  in  these  centers  cross  township,  county,  state  and 
frequently  international  political  boundaries.  The  metropolis  can- 
not regulate  the  actions  of  those  who  come  within  its  sphere  save 
as  its  political  jurisdiction  is  coextensive  with  the  boundaries  of  its 
economic  and  social  life.  In  such  areas  the  elimination  of  political 
subdivisions  is  imperative.  A  city  can  only  govern  itself  when  it 
controls  or  is  itself  the  source  of  local  political  power.  When 
independent  governments  exist  within  and  around  it,  it  can  neither 
exercise  its  political  power  nor  control  the  financial  burdens  which 
competing  governments  place  upon  its  citizens.  The  necessity  for 
unity  has  led  to  the  abolition  of  county  governments  in  many  urban 
centers,  such  as  Denver,  San  Francisco  and  New  York.  Pittsburgh 
recently  attempted  to  consolidate  all  of  the  governments  within 
Alleghany  County,  but  the  plan  was  defeated.^"  St.  Louis  is  work- 
ing upon  such  a  consolidation.  The  situation  is  perhaps  at  its 
wor.st  in  Chicago.  In  the  city  there  are  eight  principal  govern- 
ments and  over  a  score  of  minor  ones.^**  There  are  twenty  dif- 
ferent authorities  dealing  with  parks  and  recreation  having  juris- 
diction within  the  limits  of  the  city  of  Chicago. ^^  There  are  two 
operating  and  six  non-operating  townships  within  the  city  limits.-" 

I'Cf.  Miller,  "The  Pitlsburg  Con.^olid.Ttion  Charter,"  Xafiojicl  Municipal 
Review,  Vol.  XVITI,  X'o.  lo,  pp.  603-09   (Oct.,  1929). 

18  Merriam,  Cliicago,  p.  90. 

1^  Beyle,  Govcriiinent  Reporting  in  Chiiago,  p.  62. 

-^Preliminary  Report  on  Problems  of  Government  Simplijiriition.  AJ- 
tninistrative  Processes  and  Fiscal  Affairs  of  the  various  local  taxing  agencies 
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Tliere  are  five  separate  civil  service  commissions  engaged  in  the 
task  of  hiring  public  employees.  In  Cook  County,  outside  of  the 
limits  of  Chicago  there  are  9  cities,  76  villages,  30  townships,  192 
school  districts,  over  30  park  districts,  over  40  road  and  bridge 
districts,  2  sanitary  districts,  and  enough  additional  subdivisions  of 
government  to  aggregate  415  separate,  independent  units,  each  hav- 
ing power  to  levy  taxes  and  borrow  money. -^  If  the  area  of 
metropolitan  Chicago — its  trade  and  social  area — is  made  the  basis 
of  the  calculation,  the  territory  embraced  exceeds  5000  square  miles 
with  a  population  in  excess  of  4,000,000.--  In  this  area  there  are 
1600  independent  governments  including  4  states,  16  counties,  203 
cities,  166  townships  and  188  drainage  districts.-^  The  question  has 
been  quite  properly  asked,  "  How  can  4,000,000  people  manage 
1600  governments  and  attend  to  their  own  affairs?"-*  The  same 
questions  confront  the  residents  of  every  county  and  city,  only  in 
lesser  degree.-''' 

From  a  fiscal  standpoint  this  condition,  among  others,  has  pre- 
vented the  development  of  an  equitable  municipal  tax  system. 
Local  governments  have  been  forced  to  rely  upon  the  general  prop- 
erty tax  as  their  major  source  of  revenue.  Real  estate  has  been  the 
backbone  of  this  tax;  personalty  has  largely  escaped;  thus  the  in- 
tangible wealth  and  income  present  in  the  community  has  con- 
tributed little  or  nothing  to  the  support  of  local  government.  In  a 
majority  of  the  states  income  taxes  are  lacking  so  that  personal 
ability  represented  by  income  is  not  reached  even  for  state  purposes 
and  the  federal  income  tax  with  its  liberal  exemptions  fails  to  tax 
many  persons  who  should  pay  for  governmental  support.  With 
objective  taxes  at  their  command,  subordinate  political  units  have 
multiplied  and  all  governments  have  so  increased  their  levies  that 
the  property-tax  burden  has  become  intolerable  both  on  the  farm 
and  in  many  urban  communities.  The  state  governments  have 
diversified  their  own  revenue  systems  but  have  little  improved  the 
local  tax  base.  Equalizations  and  state  administration  have  made 
the  property  tax  more  equital^le.  Several  have  distributed  to  the 
localities   a   portion   of   the   proceeds    from    income    taxes.      Others 

in  Chicago  and  Cook  County,  prepared  by  .\dvisory  Board  of  Estimate  and 
Apportionment  of  Local  Public  E.xpenditures,  appointed  by  the  Board  of 
Cook  County  Commissioners,  1929,  p.  12. 

-1  Ibid.,  pp.  13,  16. 

■-•-  Mcrriani,  op.  nt. 

-■'The  independent  governments  were  classified  by  Merriam  as  follows: 
States  4,  Counties  16,  Cities  203,  Townshps  166,  Park  Districts  59,  Sanitary 
Districts  10,  Drainage  Districts  188,  Miscellaneous  1027 — Total  1673.  Ibid., 
p.  91. 

-*  Ibid.,  pp.  91-92. 

-5  Cf.  Frazer,  "Northern  New  Jersey  Seeks  Solution  of  Regional  Prob- 
lem," A'a/wwa/  Municipal  Rciicii.',  Vol.  XIX,  No.  9,  pp.  593-98  (Sept.,  1930). 
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have  made  grants-in-aid  either  to  equalize  given  services  or  to 
stimulate  the  spending  of  larger  amounts  for  desirable  social  activi- 
ties.-*^ But  little  has  been  done  by  the  state  to  develop  a  well- 
balanced  municipal  tax  system  or  to  decrease  the  cost  of  local 
government. 

A  few  states  have  attempted  to  minimize  the  cost  of  local  activi- 
ties. Central  purchasing  departments  have  been  created.  Audits 
of  accounts  have  been  commenced.  Administrative  control  over 
local  tax  levies  and  expenditures  have  been  undertaken  but  these 
relief  measures  do  not  strike  at  the  roots  of  governmental  folly — 
the  creation  of  a  multiplicity  of  political  subdivisions.  A  logical 
next  step,  therefore,  appears  in  the  integration  of  governmental 
units.  Meanwhile  the  transference  of  government  functions  shoujd 
take  place.  This  course  should  be  determined  relative  to  the  nature 
of  public  wants  sated  by  government,  the  allocation  being  deter- 
mined by  ability  most  economically  to  satisfy  the  demand  for 
governmental  services.-"  This  will  necessitate  the  distribution  of 
functions  on  other  than  an  historical  or  accidental  basis,  and  should 
do  much  to  hnprove  the  quality  of  government. 

The  principal  obstacle  to  be  encountered  in  increasing  centralized 
administrative  control  over  local  governments  or  in  attempting  to 
integrate  governments  or  their  functions  is  the  belief  in  the  efficacy 
of  local  autonomy.  This  doctrine  was  an  important  feature  of 
American  democracy  in  days  of  the  hamlet  and  the  village,  in  the 
age  before  industrialism  produced  the  metropolis.  At  that  time 
existing  transportation  and  communication  facilities  required  small 
governmental  units.  Local  autonomy  meant  a  political  government 
chiefly  concerned  with  personal  matters  of  no  great  moment  to  be 
settled  by  forensics  rather  than  the  research  which  is  now  requisite 
to  the  proper  settlement  of  complicated  public  problems.  When 
governments  did  less  and  cost  little,  local  autonomy  was  a  tolerable 
principle  for  governmental  action,  but  when  costs  are  high  and  the 
demand  for  governmental  service  exceeds  the  cai)acity  to  serve,  it 
is  important  that  governments  be  efficient  and  that  maximum  social 
utility  be  considered  before  local  autonomy. 

The  integration  of  governments  should  be  accompanied  by  the 
integration  of  fiscal  systems.  This  is  a  departure  from  the  tradi- 
tional reform  of  twenty-five  years  ago.  Early  sessions  of  this 
Association  were  spent  debating  the  advantages  of  separating  the 
sources  of  state  and  local  revenues.-'^     [Most  of  these  alleged  advan- 

^'■•Cf.  .hnuial  Report  of  the  Slat,-  Tax  Cunmi^sU-n.  New  York.  IQ2S,  pp. 
26  ff. 

■-'  Cf.  Uastable,  op.  clt.,  p.  113. 

28  Cf.  Seligman,  "  The  Separation  of  State  and  Local  Revenues,"  Pro- 
ceedings OF  N.vnoxAL  Tax  Association,  1007,  pp.  485-514;  .Vdams,  "Sep- 
aration of  the  Sources  of  State  and  Local  Revenues  as  a  Program  of  Tax 
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tages  have  failed  to  materialize  and  such  as  have  occurred  are  the 
result  of  centralized  administration. -^  The  gains  to  the  state  have 
been  ofifset  by  losses  to  local  governments.""  The  results  from  inte- 
gration are  more  hopeful. 

The  property  tax  which  is  now  locally  administered  under  state 
supervision  should  be  made  a  state-administered  tax.^^  The  asses- 
sors and  their  supervisors  should  be  made  state  officials  under  civil 
service  rules.  Their  valuations  should  be  made  by  appraisal  methods 
under  approved  techniques  assuring  uniform  standards  of  assess- 
ment. Territorial  inequalities  would  be  eliminated  and  the  neces- 
sity for  equalizations  could  be  dispensed  with.  The  demand  for 
local  knowledge  from  local  assessment  officials,  which  is  seen  as  an 
obstacle  to  state  administration  of  property  taxes,  is  tantamount 
to  a  request  for  no  administration  whatever.'-  The  employment  of 
approved  assessment  techniques  is  far  better  than  the  hiring  of 
local  assessors  with  their  store  of  personal  information  and  their 
groups  of  friends  and  political  associates.  Card  files  can  soon  dis- 
place the  faulty  memories  of  part-time  elected  assessors.  With  an 
impersonal  assessment  force  the  quantity  and  quality  of  assessed 
valuations  should  improve.  The  responsibility  for  equitable  valua- 
tions is  thus  placed  directly  upon  the  state  government  with  its 
specialists  in  taxation — the  tax  commission — in  control.  The  in- 
terest of  the  state  in  the  maintenance  of  the  system  could  be  guar- 
anteed by  the  maintenance  of  a  state  tax  rate.  Local  needs  could 
be  met,  in  part,  by  local  additions  to  the  state  tax  rate.  This 
proposal  reverses  the  present  arrangement  under  which  the  state, 
using  the  local  tax  base,  adds  its  levy  to  the  local  levy.  The  pro- 
posed shift  would  eliminate  many  of  the  evils  now  present  in  the 
general  real  estate  tax. 

Reform,"  ibid.,  pp.  589-92;  Thompson.  "Separation  of  State  and  Local 
Revenues,"  ibid.,  1915,  pp.  42-49;  T'lehn,  "Results  of  Separation  in  Cali- 
fornia," ibid.,  pp.  50-58. 

-»  Leland,  The  Classified  Property  Tax  in  the  United  States,  p.  406.  Cf. 
Lutz,  Public  Finance,  p.  252 ;  also  in  Puoceedixc.s  of  Natioxai.  Tax  Asso- 
ciation, 1925,  pp.  51-52;  ibid.,  1926,  pp.  298-302;  Final  Report  of  Cali- 
fornia Tax  Commission,  1929,  pp.  44  ff. 

30  Lutz,  loc.  cit.,  1926,  pp.  299-302  ;  Final  Report  of  California  Tax  Com- 
mission, 1929,  pp.  44  ff.,  68  ff. ;  Tunell,  The  California  Revenue  System 
(Reprint,  1929),  PP.  3-4.  20-23. 

'■'  Cf.  Seligman,  op.  cit.,  pp.  664,  668. 

■■■-  Professor  Seligman,  however,  has  emphasized  the  need  for  local  ad- 
ministration as  follows:  "Secondly,  the  eliiciency  of  the  administration. 
Certain  taxes  like  real  estate  taxes  are  specially  adapted  to  initial  local 
administration,  because  the  assessment  takes  place  under  the  eyes  of  the 
individual  taxpayer.  In  many  other  cases,  however,  the  farther  away  we  get 
from  local  administration  the  better  the  chances  not  only  of  securing  expert 
officials,  removed  from  the  dependence  upon  local  prejudice,  but  also  of 
making  allowance  for  certain  inevitable  gaps  in  any  local  administration." 
Ibid.,  p.  670. 
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l^ocal  revenues  from  the  propert\  tax  sliould  be  supplemented  by 
iunds  distributed  from  the  proceeds  of  income  and  facuUy  taxes. 
These  taxes  must  be  administered  by  units  other  than  the  local 
government,  but  the  proceeds  from  given  taxes  do  not  necessarily 
belong  exclusively  to  the  administering  unit.  Administrative  func- 
tions should  be  placed  where  they  can  best  be  performed — funds 
should  be  used  where  they  will  most  increase  the  benefit^  from 
government. 

Such  a  proposal  leads  to  the  suggestion  that  income  and  inheri- 
tance taxes  should  be  placed  under  the  control  of  the  federal  gov- 
ernment.^^ These  federal  taxes  should  be  made  in  lieu  of  the  state 
taxes  with  rates  and  exemptions  accordingly  adjusted.  Cr,  as  an 
alternative,  the  states  might  be  permitted  to  add  their  rates  uii  to 
certain  maxima  to  those  of  the  federal  government.^*  in  any  case 
the  federal  government  should  share  the  proceeds  from  these  taxes 
with  the  states,-'^  which  in  turn  would  divide  them  with  the  locali- 
ties, rf  such  a  plan  were  adopted,  uniformity  in  income  taxation 
would  be  secured  at  one  stroke,  double  taxation  and  jurisdictional 
conflicts  would  be  eliminated,  tax  competition  would  be  ended  and 
the  integrated  income  tax  could  be  equitably  adjusted  to  reach  all 
classes  and  all  sizes  of  incomes.  The  greatest  difficulty  would  be 
the  development  of  an  equitable  distribution  formula,  but  this  could 
be  developed  by  experimentation  and  research.  The  fiscal  adequacy 
of  such  a  tax  system  would  be  such  as  to  guarantee  to  all  govern- 
ments as  much  as  they  are  now  getting  from  the  same  sources. 
With  that  as  the  initial  guarantee  and  with  future  prospects  of  in- 
creased returns,  the  objections  on  the  part  of  state  governments 
might  be  overcome.  At  all  events  the  gains  appear  to  outweigh 
the  losses. 

The  federal  government  should  also  undertake  the  vaxatiou  of 
interstate  business. ■-''  Considerations  of  uniformity  and  equity,  as 
well  as  the  impossibility  of  adequate  state  taxation,  make  this  course 
desirable.  The  federal  system  should  also  be  supplemented  by  the 
development  of  a  gift  tax  to  stop  the  avoidance  of  present  taxes 
now  under  federal  control.  From  time  to  time  the  system  might 
be  extended  but  the  aim  should  be  to  develop  a  tax  base  which 
rests  fundamentally  upon  the  ability  basis,  allowing  limited  benefit 
charges  to  be  imposed  by  state  and  local  governments.     These  local 

••••■'' Cf.  .Seli-man,  /-s.un's  m  Ta.rotion,  loih  l-<1..  p]!.  ?7Q.  677;  Lehuid,  "The 
Future  of  the  Kstale  Tax,  Xutional  '/n,;>„u'  Tax  .W,u;n:im.  Januarv  1026, 
pp.  9  fT. ;  Schuhz,  T/ic  Taxation  of  In/wrilaiur,  Chapter  XXI. 

34  But  cf.  Rc^porl  of  the  Sp<rial  Joint  Commill.-,  on  Taxation  and  Re- 
trenchment, X'^ew  York,  1925,  ]).  20. 

35  Seligman,  op.  cit.,  pp.  386-87. 

3«  Cf.  Seligman,  op.  eii.,  pp.  3S0-82. 
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levies  should  be  supplemented  by  subventions  from  the  proceeds  of 
progressive  taxes  imposed  under  federal  authority. 

The  next  step,  of  course,  would  be  to  transfer  all  tax  functions 
save  limited  local  licenses  for  regulatory  purposes  and  special  assess- 
ments for  permanent  improvements  to  the  federal  government, 
abolishing  all  other  taxes  and  supporting  intermediate  and  local 
government  on  the  basis  of  subventions  and  grants.  Tlie  danger  in 
giving  complete  financial  control  to  the  central  government  could 
be  obviated  by  allowing  the  distribution  to  be  determined  by  an 
administrative  council  or  governing  board  selected  by  state  or 
regional  districts.  Distributions  to  localities  could  be  similarly  pro- 
tected. The  lack  of  clear-cut  lines  between  federal,  state  and  local 
functions  and  expenditures  makes  both  governmental  and  fiscal 
integration  an  ideal  solution  for  the  present  chaos  in  intergovern- 
mental, functional  and  fiscal  relations. 

The  plan  here  suggested  is  beset  with  difficulties  and  is  probably 
impossible  of  attainment  short  of  a  complete  reorganization  of  fed- 
eral, state  and  local  government.  A  reorganization  of  government 
within  the  state  is  within  the  range  of  immediate  possibilities  but 
the  rearrangement  of  states,  even  fiscally  and  territorially,  is  so 
remote  as  to  be  quite  visionary.  And  although  the  statement  of  an 
ideal  —  though  a  revolutionary  one  it  may  be  —  is  beneficial,  of 
greater  practical  significance  are  the  things  which  can  be  done  here 
and  now,  all  of  which  promote  the  integration  of  governments  and 
the  integration  of  their  fiscal  systems. 

A  logical  first  step  in  the  program  of  unifying  government  is  the 
abolition  of  the  township.  This  can  be  readily  followed  by  the 
consolidation  of  counties  and  the  adoption  of  a  regional  basis  for 
local  government.  This  step  is  of  especial  importance  to  metro- 
politan centers,  the  governments  of  which  should  be  consolidated 
into  a  single  unit  with  a  territory  large  enough  to  enable  the 
metropolis  to  control  those  who  proximately  come  within  its  sphere 
of  influence.  Sufficient  consolidations  of  this  type  have  already 
taken  place  conclusively  to  demonstrate  the  merits  of  the  proposal ; 
their  extension  to  other  areas  would  appear  to  be  beneficial.  And, 
while  township  elimination  and  county  consolidation  are  taking 
place  the  gradual  transfer  of  many  functions,  such  as  education, 
highways,  and  the  administration  of  justice,  to  the  state  govern- 
ment should  be  commenced.  As  the  activities  of  the  state  are  thus 
increased  the  benefits  of  further  functional  integration  can  be  easily 
measured. 

These  changes  should  also  be  accompanied  by  the  gradual  inte- 
gration of  fiscal  systems  and  administration.  The  property  tax 
which  for  decades  has  been  the  prevailing  source  of  state  and  local 
revenue  should  be  made  a  state-administered  tax.  The  office  of 
township  assessor  should  be  abolished  and  a  full-time  local  assessor 
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appointed  by  the  state  officials  under  civil  service  rules  and  state 
control  should  undertake  the  tasks  of  local  assessment.  These  val- 
uations should  be  state  valuations  to  which  the  state  and  local  levies 
could  be  applied.  Income,  inheritance  and  other  faculty  taxes 
should  be  developed  not  only  to  supplement  the  existing  real  prop- 
erty tax,  but  also  to  reach  that  personal  ability  to  support  gov- 
ernment which  now-  largely  escapes  taxation.  The  income  and 
inheritance  taxes  especially  should  be  transferred  to  the  federal 
government  for  administration  and  control,  but  a  division  of  reve- 
nues with  the  .states,  and  by  them  to  the  localities,  should  be  assured. 
The  taxation  of  interstate  business  and  income  appears  logically  to 
belong  to  the  federal  government,  and  in  order  to  secure  greater 
uniformity  and  equality  of  taxation  such  taxes  should  be  surren- 
dered to  the  federal  government,  division  of  revenues  again  being 
insured.  Here,  too,  the  gains  to  accrue  from  further  integration 
can  best  be  measured  when  the  benefits  resulting  from  these  trans- 
fers have  appeared.  And  while  the  ideal  relationship  between  the 
various  fiscal  systems  of  -Vmerican  governments  may  appear  vision- 
ary, these  more  immediate  steps  appear  to  be  within  the  range  of 
possible  attainment.  At  least  they  offer  possibilities  for  bringing 
our  governmental  structure  more  into  harmony  with  existing  social 
and  economic  institutions. 

Cpiairmax  Xewtox  :  The  third  speaker  on  this  afternoon's  pro- 
gram is  not  a  stranger  to  Missouri  or  Kansas,  or  for  that  matter  to 
many  other  states.  He  has  contributed  his  part  toward  seeking  a 
solution  for  some  of  the  vexing  problems  that  have  been  discussed 
by  both  of  his  predecessors  on  this  platform  this  afternoon,  namely 
the  questions  of  the  financing  of  one  of  these  local  functions  of 
government — education.  I  wish  to  introduce  Doctor  Paul  R.  j\Iort, 
of  Teachers  College,  Columbia  University. 

TAX  RELIEF  IX  THE  FIX.VXCIXG  OF  PUBLIC  SCHOOLS 

PAUL   R.    MORT 

Director  of  the  School  of  Educ.ition, 
Teachers  College,  Columbia   University 

RECKXT   DKVKLOl'.MEXiS    IX    SCHOOL   FIXAXCK   AXl)   TAX    RELIEF 

The  reconstruction  of  the  system  of  financing  pul)lic  schools  now 
in  process  over  the  nation  bids  fair  to  play  an  important  role  in  the 
whole  movement  for  tax  reform  and  tax  relief.  The  last  half-dozen 
years  have  shown  marked  progress  in  the  analysis  of  the  problem 
of  financing  public  schools.  Building  upon  the  work  of  Cubberley, 
Swift    and    Updegraff,    and   the    brilliant    program    established    in 
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Maryland  by  Superintendent  Cook,  Strayer  and  Haig  in  the  first 
volume  of  the  Educational  Finance  Inquiry  Report  (Macmillan, 
1923)  clarified  this  problem  and  established  a  basis  for  the  technical 
studies  necessary  to  the  applicatio.n  of  the  fundamental  principles 
underlying  school  support. 

In  the  analysis  of  the  problem  of  financing  public  schools,  the 
improvement  of  the  tax  situation  was  certainly  not  in  the  fore- 
front. Educators  were  interested  in  carrying  out  the  far-reaching 
provisions  of  our  national  ideals  expressed  in  our  various  state 
constitutions.  They  were  interested  in  breaking  the  impasse  that 
has  denied  farm  children,  particularly,  the  advantage  of  an  educa- 
tional system  fitted  to  present-day  needs.  They  sought  to  unshackle 
poverty-stricken  villages  and  cities.  In  short,  they  sought  to  free 
the  fine  initiative  of  the  American  people  that  has  been  slowly  but 
surely  encroached  upon  by  continuously  greater  maladjustment  in 
the  financing  system.  Although  they  realized  that  education,  as 
the  most  costly  function  of  state  and  local  government,  suf¥ers 
severely  from  maladjustment  in  the  tax  system,  the  emphasis  in  their 
analysis  was  upon  obtaining  a  proper  division  between  state  and 
local  government  of  the  responsibility  of  support.  It  is  but  a 
coincidence  that  the  solution  of  this  major  problem  affords  a 
superior  vehicle  for  tax  relief — that  final  step  in  which  tax  reform 
too  often  fails  to  culminate. 

EOUALIZATIOX    AND   EFFICIENCY   IX    SCHOOL  FINANCE   PROGRAMS 

There  are  two  principles  underlying  an  acceptable  system  of 
financing  schools.  These  are  the  equalization  principle  and  the 
school-efficiency  principle.  Each  of  them  has  more  effective  educa- 
tion as  its  prime  purpose.  The  resultant,  however,  is  a  finance 
system  that  impinges  upon  the  tax-relief  problem.  The  equalization 
principle  demands  an  equitable  distribution  of  the  burden  of  a  mini- 
mum program.  The  efficiency  principle  demands  that  the  minimum 
program  of  education  and  the  other  usual  governmental  functions 
supported  locally  shall  be  available  to  all  localities  without  exhaust- 
ing the  major  source  of  local  revenue — the  property  tax. 

In  the  present  state  of  relatively  over-taxed  property,  in  most, 
and  possibly  all  states,  the  resultant  of  these  two  principles  is  a 
minimum  program  of  education  costing  approximately  the  same  as 
education  in  districts  of  average  wealth  supported  by  a  low  uniform 
local  tax,  supplemented  to  the  extent  necessary  by  state  aid  alimented 
from  sources  other  than  property  tax.  In  New  York  State,  for 
example,  after  a  district  levies  six-tenths  of  a  mill,  the  state  pro- 
vides additional  revenue  so  that  the  district,  however  rich  or  how- 
ever poor,  will  have  available  $1500  for  each  elementary  classroom 
and  $1900  for  each  high  school  classroom,  with  added  amounts  for 
non-resident  tuition  and  transportation. 
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So  far  as  the  equalization  principle  is  concerned,  it  would  be 
possible  to  finance  the  New  York  program  equitably  on  a  local  rate 
several  times  six-tenths  of  a  mill.  The  use  of  a  uniform  rate  lower 
than  tliat  necessary  for  equalization  simply  utilizes  more  state  funds 
and  tluis  hrinos  added  relief  to  the  local  property  taxpayers. 

STATE  SUPPORT  OF  PRKSENT  EDUCATIONAL  PROGRAMS 

Since,  by  and  large,  the  districts  of  a  state  are  at  or  beyond  the 
state's  actual  demands,  the  adoption  of  this  plan  results  practically 
in  a  refinancing  of  a  program  already  offered  in  all  districts  except 
the  backward  districts  of  the  state.  A  refinancing  of  the  program 
ofTcred  brings  the  local  tax  for  schools,  even  in  the  poorest  dis- 
tricts, down  to  the  level  of  the  other  districts  of  the  state.  The 
result  of  the  consummation  of  the  most  unambitious  refinancing 
program  will  result  in  a  reduction  of  taxes  in  some  communities 
in  a  state  without  tax  limits  from  40  or  50  mills  to  a  fair  millage 
for  the  minimum  program  (six-tenths  of  a  mill  in  New  York  State 
and  from  two  to  seven  mills  in  the  proposals  before  Pennsylvania. 
Indiana.  Michigan,  Missouri.  Nebraska.  Kansas,  Colorado,  Okla- 
homa, Wyoming)  and  in  those  with  tax  limits  from  the  maximum 
level  to  three,  four,  or  five  mills.  In  other  words,  a  district  now 
offering  the  minmium  program  required  or  a  better  one  can  use  all 
of  the  additional  aid  it  receives  for  tax  reduction  if  it  so  chooses. 
Inasnuich  as  the  amount  of  aid  bears  an  inverse  relationship  to 
wealth,  the  possible  tax  reduction  goes  in  greatest  amounts  to  those 
places  which  are  carrying  the  heaviest  tax  liurden  to  support  the 
governmental  functions  delegated  to  them. 

The  only  funds  not  available  for  tax  reduction  are  funds  which. 
mu.st  be  used  in  backwash  communities  to  bring  their  educational 
programs  up  to  the  minimum  level.  But  this  does  not  mean  that 
these  districts  will  not  obtain  tax  relief.  Some  of  these  schools 
that  with  unbelievable  tax  rates  (in  Kansas  and  Nebraska  in  some 
instances  50  or  60  mills)  are  able  to  operate  a  school  only  on  the 
lowest  literacy  level  will  be  able  to  expand  their  programs  to  the 
minimum  level  and  operate  their  schools  on  the  minimum  millage 
(2.  3.  4,  5,  6  or  7  mills)  with  the  resultant  great  tax  reduction. 
This  provides  both  the  keeping  of  the  state's  promise  to  the  boys 
and  girls  and  the  equitable  treatment  of  its  citizens. 

It  is  not  the  poorer  districts  alone  that  obtain  tax  relief  from  the 
refinancing  of  the  educational  program.  If  the  additional  funds  are 
obtained  from  sources  other  than  property  tax,  tax  relief  is  brought 
to  every  district  in  the  state  that  receives  equalization  aid.  While 
the  amount  of  relief  is  greatest  in  the  poorest  communities,  very 
great  relief  is  experienced  in  tlic  districts  of  average  wealth  and 
better  than  average  wealth.  If  the  local  uniform  rate  of  contribu- 
tion to  the  minimum  program  is  reduced  to  a  low  level,  such  as  is 
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the  case  in  New  York  State,  marked  relief  is  obtained  even  by  the 
weahhiest  communities. 

RURAL  RELIEF   PARTICULARLY   MARKED 

Because  of  the  many  additional  costs  in  rural  areas  that  must  be 
considered  in  the  matter  of  a  financing  system,  the  need  of  relief  is 
particularly  great  in  rural  areas,  and  the  amount  of  relief  obtained 
from  a  proper  reconstruction  of  the  financing  system  is  corres- 
pondingly great.  In  many  rural  areas  either  a  teacher  must  be 
provided  for  a  very  small  number  of  children,  which  makes  the 
per-capita  cost  of  education  higher,  or  the  children  must  be  trans- 
ported before  the  actual  expenditure  on  a  normal-sized  classroom 
begins.  The  proper  system  of  school  finance  takes  these  points  into 
consideration.  The  state  recognizes  the  fact  that  a  classroom  with 
a  small  number  of  children  is  practically  as  expensive  to  operate  as 
a  classroom  with  a  large  number  of  children.  The  state  recognizes 
transportation  as  an  additional  necessary  charge  in  those  districts 
which  have  elected  to  operate  a  more  modern  school  organization, 
and  the  state  recognizes  the  problem  of  purchasing  high-school 
facilities  for  districts  not  having  high  schools,  by  taking  into  con- 
sideration the  costs  of  non-resident  tuition.  A  proper  financing 
program  makes  the  provision  of  necessary  smaller  classes,  and  the 
transfer  of  children  to  other  school  districts  as  easy  a  matter  for 
the  rural  district  as  for  the  city  or  village  district,  that  is  not  faced 
with  the  problem  of  small  classes,  of  transportation,  and  of  transfer. 
These  items  of  expense  connected  with  rural  schools  are  therefore 
of  great  interest  to  the  tax  people  as  well  as  to  the  educational 
workers.  Failure  to  adequately  consider  these  added  expenses  of 
rural  education  has  not  only  served  as  a  handicap  to  the  develop- 
ment of  satisfactory  educational  opportunities  for  rural  children, 
but  has,  to  the  extent  that  the  rural  people  have  struggled  to  pro- 
vide these  facilities,  developed  dire  need  for  state  action  in  the  way 
of  tax  relief. 

THE  SCHOOL  FINANCE  PROGRAM   AS  A  TAX  RELIEF   VEHICLE 

There  is,  of  course,  no  absolute  assurance  that  funds  sent  by  the 
state  into  localities  for  refinancing  their  present  educational  offer- 
ing will  not  be  used  up  by  the  localities  themselves  in  providing 
more  adequate  educational  facilities  or  will  provide  adequate  facili- 
ties in  other  branches  of  government.  There  is  nothing  to  prevent 
local  communities  from  using  all  of  the  new  tax  leeway  for  more 
governmental  expenditures  rather  than  for  tax  relief.  But  this  is 
an  ailment  common  to  all  vehicles  of  tax  relief.  There  is  no  assur- 
ance that  a  lowering  of  state-wide  property  tax  will  not  be  followed 
by  a  restoration  of  the  state-wide  property  tax  in  order  that  the 
state  may  have  funds  for  new  state  activities.     There  is  no  assur- 
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ancc  that  funds  passed  hack  to  county  officials  will  he  invariably 
utilized  for  tax  relief,  either  immediately  or  permanently.  The  vast 
funds  poured  into  the  financing  of  highways  have  not  provided  tax 
relief  in  the  sense  in  which  it  is  generally  used,  inasmuch  as  these 
funds  have  gone  largely  for  capital  outlay  and  could  not  possibly 
represent  any  great  amount  in  the  reduction  of  those  taxes  for 
highway  maintenance  already  being  carried  by  the  localities. 

In  the  case  of  the  school  district  the  decision  as  to  whether  the 
funds  will  be  used  for  tax  relief  or  for  better  government  is  left 
to  the  decision  of  liundreds,  yes,  in  too  many  states,  to  thousands, 
of  local  imits.  The  decision,  therefore,  is  not  in  the  hands  of  a 
single  legislature,  or  even  of  sixty  or  a  hundred  counties,  but  in  the 
hands  of  hundreds  or  thousands  of  local  units.  In  thousands  of 
cases.  It  is  literally  in  the  hands  of  the  people  themselves,  for  the 
Kew  England  town-meeting  type  of  control  is  still  all  too  typical 
of  the  smaller  districts  throughout  America.  The  common  ailment 
is  therefore  in  all  probability  less  epidemic  in  the  school-finance 
])rogram  of  tax  relief  than  in  the  other  vehicles  now  available. 

TAX  RELIEF   AND  EDUCATIONAL  EFFICIENCY 

Our  regard  for  local  self-government  in  American  common- 
wealths probably  has  its  strongest  expression  in  the  control  of  edu- 
cation. The  practical  result  of  this  is  that  the  state  must  rely 
almost  entirely  upon  the  initiative  of  individual  localities  in  work- 
ing out  the  continued  adjustments  needed  to  keep  the  educational 
system  abreast  of  the  times.  States  rarely  move  on  a  state-wide 
basis  with  respect  to  the  change  of  standards  except  as  the  way  has 
l)een  indicated  by  the  experience  in  a  large  number  of  localities 
within  the  state.  In  this  time  of  rapid  change  in  our  social  order 
it  therefore  becomes  essential  that  the  state  should  set  up  those 
conditions  which  are  favorable  to  the  exercise  of  local  initiative. 
Certainly  the  situation  that  exists  today,  where  communities  must 
finance  local  initiative  by  adding  burdens  to  taxpayers  who  are 
already  paying  an  unfair  share  of  the  cost  of  government,  is  one 
that  not  only  fails  to  encourage  initiative  but  actually  throttles 
initiative.  This  is  doubtless  true  in  the  able  communities  as  well  as 
in  the  poor  communities,  but  it  is  particularly  true  in  those  com- 
munities such  as  farm  areas  that  have  had  to  carry  disproportionate 
burdens  to  provide  modern  educational  facilities.  The  provision  in 
modern  school-finance  programs,  therefore,  for  the  state  to  take 
over  a  large  share  of  the  cost  of  the  minimum  program  of  educa- 
tion in  all  communities  is  a  resultant  of  this  need  of  a  relieved 
unexhausted  tax  base  which  may  be  used  to  finance  the  local  initia- 
tive upon  which  continued  educational  efficiency  must  so  largely 
depend. 

A  decade  ago  educators  believed  that  every  dollar  jiaid   by  the 
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state  should  be  marked  for  educational  expansion.  The  present 
concept  provides  for  the  use  of  state  money  to  take  the  place  of 
money  already  being  paid  by  most  localities  in  the  support  of  an 
educational  program,  in  order  that  those  localities  that  desire  better 
educational  facilities  may  have  tax  resources  available. 

It  is  believed  that  the  interest  of  the  American  people  in  public 
education  is  sufficiently  great  to  bring  about  continued  adjustment 
in  the  school  system  if  the  state  will  provide  an  equitable  tax  sys- 
tem. Under  this  plan  many  school  districts  will  keep  up  their 
taxes — will  spend  at  least  part  of  the  new  leeway  in  an  attempt  to 
adjust  the  schools  of  today  to  changing  conditions.  They  will 
thereby  lead  the  state  by  the  positive  or  negative  results  of  their 
efforts  to  the  continual  adaptation  of  the  schools.  This  adaptation 
is  necessary  if  the  money  we  spend  is  not  to  be  money  wasted  on  an 
antequated  educational  system. 

As  educators,  interested  in  the  continued  success  and  efficiency 
of  the  school  system,  we  hope  that  a  large  share  of  the  leeway  pro- 
vided by  the  new  financing  system  will  be  used  to  finance  such 
local  initiative.  We  cannot  be  assured,  however,  that  any  or  all  of 
the  leeway  thus  provided  will  be  used  for  education.  The  decision 
must  be  the  decision  of  the  people  concerned.  Where  they  decide 
to  use  all  or  part  of  the  leeway  provided  by  the  new  financing 
system  for  the  reduction  of  taxes,  the  result  will  be  tax  relief. 

RECONSTRUCTING  SCHOOL  FINANCE  A  NATIONAL  PROBLEM 

New  York  State  and  Maryland  have  been  used  as  examples  in 
this  discussion.  The  points  considered  are,  however,  of  more  than 
local  interest.  The  fundamental  revision  of  the  system  of  financing 
public  schools  is  a  problem  now  before  the  people  in  such  widely 
distributed  states  as  P'lorida,  South  Carolina,  Pennsylvania,  Con- 
necticut, Michigan,  Indiana,  W'isconsin,  Missouri,  Kansas,  Ne- 
braska. Oklahoma,  Colorado,  Wyoming,  Utah,  and  California.  This 
problem  of  reconstructing  the  educational  half  of  state  and  local 
government  with  all  its  implications  for  educational  opportunities 
for  boys  and  girls,  for  school  efficiency,  and  for  equitable  taxation. 
is  a  pressing  problem  that  must  be  faced  in  every  state  in  the 
Union. 

Chairman  Newton:  The  subject  of  highway  finance  was  to 
have  been  discussed  by  State  Highway  Commissioner  Grover  C. 
Dillman,  of  Michigan.  Unexpected  burdens  have  made  it  impos- 
sible for  Commissioner  Dillman  to  be  present  today,  but  he  did 
manage  to  complete  his  paper,  at  a  considerable  sacrifice  of  his 
personal  time,  and  it  will  be  read  by  Secretary  Burtless  of  the 
Michigan  Special  Commission  of  Inquiry  into  Taxation. 
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Tin-:  FIXAX'CIXG  OF  A  COMPLETE  IIIGIIVVAY  SYSTEM 

GROVKR  C.   DILLMAN 
State  Highway  Commissioner  of  Michi^'an 

There  are  over  3.000,0UU  miles  of  legally  established  highways  in 
the  United  States,  of  which  slightly  over  10  per  cent  are  included 
in  the  state  highway  system,  the  remainder  being  county  and  other 
local  roads.  About  63  per  cent  of  the  state  highway  systems  have 
been  improved  with  some  type  of  surface  as  com])ared  to  less  than 
20  per  cent  of  the  local  roads. 

No  state  has  yet  completed  its  major  highway  system  to  today's 
standards,  and  all  states  face  heavy  demands  for  greater  attention 
to  accommodating  their  secondary  and  local  roads  to  the  needs  of 
motor  traffic.  The  time  was  when  the  promoting  of  roads  was  the 
important  and  spectacular  thing,  but  the  onrush  of  the  motor 
vehicle  with  its  increasing  uses  creating  demands  for  large  expendi- 
tures for  construction  of  new  and  existing  roads  and  the  main- 
tenance of  all  highways  has  given  this  country  a  major  problem, 
involving  financing,  administration  and  engineering  technique. 

To  facilitate  administration  and  financing  and  as  an  aid  in  deter- 
mining the  kind  and  extent  of  improvement,  we  will  classify  high- 
ways according  to  the  characteristics  of  their  prevailing  traffic, 
namely : 

1.  Federal  and  state  highways  including-  urban  streets  which 
form  part  of  such  highways. 

2.  Secondary  or  county  highways. 

3.  Local  or  township  roads. 

It  is  axiomatic  that  roads  are  valuable  to  the  local  communities, 
the  state  and  the  nation  just  in  the  proportion  to  the  use  made  of 
these  roads  for  local,  state  and  inter-state  travel.  The  origin  of 
traffic  should  largely  determine  whether  a  road  should  become  a 
part  of  the  state  trunk-line  system.  A  road  ceases  to  be  of  strictly 
local  importance  and  deserves  to  be  a  state  road  as  soon  as  a  con- 
siderable portion  of  traffic,  if  sufficiently  heavy,  traverses  more  than 
one  county  to  reach  its  destination.  Likewise  a  road  deserves  to  be 
a  U.  S.  road  as  soon  as  a  considerable  portion  of  its  travel  crosses 
state  boundaries  to  reach  its  destination. 

If  traffic  is  largely  inter-township  and  inter-urban,  but  confined 
in  origin  to  the  county,  then  such  a  road  should  ordinarily  be  the 
obligation  of  the  county.  Traffic  in  townships  and  municipalities, 
which  is  wholly  local,  should  be  the  obligation  of  the  local  muni- 
cipal unit. 

The  comi)laints  of  tax  burdens  arc  many,  l)nt   Sfeniingly  without 
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a  correspondingly  less  demand  for  more  miles  of  new,  wider  and 
heavier  roads  of  higher  type.  Most  states  carry  on  a  good  con- 
struction program  each  year,  yet  in  some  cases  traffic  is  increasing 
faster  than  the  state  is  able  to  furnish  the  needed  additional  road 
facilities. 

No  highway  should  be  improved  by  the  expenditure  of  public 
funds  in  excess  of  its  earning  capacity.  Thousands  of  miles  of  state 
trunk-line  roads  need  not  be  paved  and  hundreds  of  thousands  of 
miles  of  county  and  township  roads  need  only  occasional  scraping 
and  grading — even  a  full  gravel  surface  might  be  extravagant.  Our 
whole  highway  transportation  system  —  federal,  state,  county  and 
township — must  be  built  up  on  the  principle  of  providing  economical 
transportation. 

SOURCES  OF  I^xoM^:  and  distributiox 

The  fundamental  problem  in  highway  finance  is  two-fold,  per- 
taining first  to  the  sources  from  which  funds  shall  be  collected  and 
second,  as  to  how  these  funds  shall  be  allocated. 

The  changing  of  the  status  of  the  rural  property  owner's  ability 
to  pay  for  the  higher  type  of  road  demanded  by  present-day  traffic 
together  with  the  increased  use  of  rural  roads  by  city-owned  cars 
and  trucks  indicates  that  a  gradual  shift  of  the  tax  burden  on  real 
estate  and  other  sources  to  the  user  of  the  highway  is  a  construc- 
tive step  in  .securing  funds  for  highway  activity.  This  change 
should  be  continued  to  a  point  where  general  taxation  for  highway 
purposes  is  reduced  to  a  minimum. 

Any  assessment  of  abutting  or  benefited  property  should  be  pro- 
portional to  the  actual  benefit  to  such  property.  Where  highways 
have  been  brought  up  to  the  standard  needed  for  agricultural  pur- 
poses, special  assessments  on  such  land  should,  where  practicable, 
be  abandoned.  Motor-vehicle  license  fees  and  gasoline  taxes  now 
constitute  a  big  part  of  the  amount  of  money  raised  annually  to 
defray  the  cost  of  highway  construction  and  maintenance.  These 
user  taxes  should  be  applied  exclusively  for  highway  purposes  and 
should  be  expended  under  the  supervision  of  the  collecting  unit  of 
government. 

Motor-vehicle  license  fees  and  gasoline  taxes  now  constitute  the 
largest  single  source  from  which  funds  come  for  rural  highway 
financing.  According  to  Table  I,  the  state  highway  department 
depends  more  upon  motor  vehicle  revenues  as  a  source  of  income 
than  do  the  authorities  responsible  for  the  construction  and  main- 
tenance of  county  and  other  local  roads.  Last  year  82  per  cent  of 
the  motor  vehicle  revenue  for  highway  purposes  was  allocated  to 
state  highway  departments  and  18  per  cent  to  the  local  authorities. 
Sixty  per  cent  of  the  income  for  the  support  of  the  state  highway 
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systems  came  from  the  motor  vehicle  user  taxes,  while  only  16  per 
cent  of  the  local  highway  income  came  from  that  source. 

A  study  of  the  development  of  highway  financing  in  the  United 
States  over  a  period  of  years  reveals  the  fact  that  the  motor  vehicle 
is  being  called  upon  to  contribute  larger  and  larger  sums  toward 
annual  costs  of  constructing  and  maintaining  our  rural  highways. 
State  financial  policies  and  local  conditions  determine  largely  what 
proportion  of  the  annual  rural  highway  costs  should  be  borne  by 
the  motor  vehicle  and  the  user  of  the  highway,  and  how  large  a 
part  the  general  public  should  assume  through  property  taxes. 

Aid  granted  by  the  Federal  Government  for  the  construction  of 
roads  on  the  federal  highway  system  amounted  to  approximately 
$77,500,000.00  in  1929. 

The  use  of  county  funds  for  stale  highway  construction  is  the 
practice  in  many  states.  However,  this  plan  is  not  recommended 
and  should  diminish  with  the  increase  in  revenue  from  other 
sources. 

Both  state  and  local  governments  are  governed  by  the  same  eco- 
nomic principles  in  road  improvements  in  the  use  of  bonds.  Thirty- 
one  states  have  issued  state  highway  and  bridge  bonds  and  there 
is  no  complete  record  of  the  county  and  local  units  of  government 
having  issued  bonds  for  road  improvement.  Recent  state  bond 
issues  have  been  predicated  on  the  gasoline  tax,  which  has  proven 
sound  financing. 

Table  II  shows  the  percentage  eacli  source  of  income  contributed 
to  the  total  revenue  for  both  state  and  local  highway  authorities 
in  1929. 

The  total  amount  spent  last  year  for  highway  construction,  main- 
tenance and  miscellaneous  was  $1,320,557,384.     (See  Table  III.) 

TABLE  I 

IxroMF.  roR  HiGirwAv  Purposes — 1929 

For  use  of  For  use  of 

Soiirrc  State  Highway     Local  High-way  Total 

Departments  A  uthorities 

Tax  Funds $  -1.736,980  $489,171,093  $560,908,073 

Motor  Vehicle  License  Fees    .  278,092,734  51,886,324  329,979,058 

Gasoline  Tax  Receipts    287.258,416  70,492,878  357,751,294 

Bonds  and  Notes   161,229,297  110,635,146  271,864,443 

Federal  Aid 77.572,691              77,572,691 

Miscellaneous    1 1,726,508  3(1.228,366  47,954,874 

Net  Transfers,  Local  to  State  42,475,834              42,475,834 

Total    Income    $930,092,460         $758,413,807      $1,688,506,267 
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TABLE  II 

Percentage  Each  Source  of  Income  Contributed — 1929 

For  use  of  For  use  of 

Source                            State  Highiuay     Local  Highway  Total 

Departments  Authorities 

Tax  Funds   -.7%  64.5%  33-2% 

Motor  Vehicle  License  Fees  .  .  .      29.9%  6.8%  19.6% 

Gasoline  Tax  Receipts 30.9%  9-3%  21.2% 

Bonds  and  Notes    17.3%  i4-6%  16.1% 

Federal  Aid   8.3%  4-6% 

Miscellaneous     1.3%  4-8%  2.8% 

Net  Transfers,  Local  to  State.  .        4.6%  2.5% 

Total   Income    100.0%  100.0%  100.0% 

lABLE    III 

RiKAi.  Highway  Disiuksement — 1929 

By  State  By  Local 

Purpose                                        Highway  Road  Total 

Commissioners  A  uthorities 

Construction    $557,400,625  $256,581,811  $813,982,436 

Maintenance   173,060,321  260,477,801  433,538,122 

Miscellaneous  Expenses 23,580,867  49,455,959  73,036,826 

Total    $754,041,813  $566,515,571  $1,320,557,384 

Interest  on  Bonds  and  Notes    ...$  45,834,531  $   78,277,070  $124,111,601 
Principal  Payments  on   Bonds 

and  Notes 42.384,378  106,032,780  148.417,158 

Net  Transfers,  Local  to  State ii.oq7,8o9  11,097,809 

Total   Disbursements $42,:!6o,722  $761,923,230  $1,604,183,952 


THE  RURAL   HIGHWAY   AND   MEANS  OF  TAX  RELIEF 

The  trend  in  population  for  the  United  States  for  many  years 
has  been  toward  the  cities — from  rural  to  urban.  The  1928  esti- 
mated total  national  wealth  was  $360,062,000,000.  of  which  only  15 
per  cent  was  the  estimated  agricultural  wealth.  The  millions  of 
people  living  in  urban  centers  owning  motor  vehicles  are  not  and 
should  not  be  content  to  live  entirely  within  their  boundaries.  They 
travel  by  motor  car  and  operate  commercial  vehicles  over  the  vast 
network  of  rural  highways  throughout  the  country.  There  is  no 
question  but  that  the  15  per  cent  of  the- total  national  wealth  is 
carrying  a  heavy  burden  in  its  contribution  annually  for  the  im- 
provement and  maintenance  of  rural  highways. 

The  so-called  "  farm-to-market  road  "  is  not  necessarily  a  rural 
highway.  It  may  be  anything  from  a  road  from  the  farmer's  gate 
to  the  most  congested  trunk-line  city  street.     All  roads  in  agricul- 
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tural  areas  are  literally  "farm-to-market  roads"  and  the  state  trunk- 
line  roads  are  merely  elongated  city  streets.  The  vast  mileage  of 
local  rural  highways  must  render  highway  service  to  the  motor 
vehicle  owner  and  to  a  large  degree  over  gravel  and  other  low-cost 
roads.  Funds  are  not  available  and  never  will  be  available  to  con- 
struct the  so-called  permanent  pavements  on  the  greater  portion  of 
our  rural  mileage.  Further,  it  would  not  be  economical  to  do  so. 
If  any  improvement  is  to  be  made  in  the  efficiency  with  which 
local  rural  roads  are  handled  it  must  be  mainly  through  improved 
methods  for  handling  the  work,  because  it  is  not  likely  that  any 
large  amount  of  additional  funds  will  be  made  available. 

It  would  therefore  seem  best  in  approaching  this  subject  to  first 
find  out  something  about  the  organization  in  various  states  now 
charged  w'ith  the  building  and  maintenance  of  these  roads.  In  26 
states  all  roads  are  handled  by  the  state  or  county,  only  15  states 
having  township  road  systems.  Of  the  7  remaining  states,  5  classify 
their  roads  as  state  and  town,  and  2  as  state,  county  and  town  roads. 
Much  money  is  being  expended  upon  the  township  roads  today, 
this  coming  from  property  taxes.  The  practical  solution,  I  believe, 
of  the  township  road  question  is  for  the  county  to  gradually  take 
over  the  township  roads  until  they  all  become  county  roads.  This 
would  afford  a  direct  and  appreciable  benefit  to  the  rural  property 
owner.  If  this  relief  in  the  manner  of  taxation  is  coupled  with 
more  efficient  management,  which  should  come  from  the  handling 
of  these  roads  by  a  well-organized  county  personnel,  better  rural 
roads  would  be  the  result  with  less  burden  to  the  taxpayer. 

Another  benefit  that  might  be  obtained  would  be  through  greater 
economy  in  local  administrative  costs.  In  some  states  there  is  a 
needless  multiplicity  of  undersized,  under-populated  and  under- 
financed units  of  government.  These  units  of  government  could  be 
enlarged  without  a  surrender  of  the  principles  of  local  self- 
government. 

A  substantial  increase  in  federal  aid  to  the  states  has  recently 
been  granted  to  Congress,  and  this  should  have  a  tendency  to  liber- 
ate funds  for  the  improvement  of  county  and  rural  roads. 

There  should  be  a  reduction  of  road  mileage  in  the  country. 
President  Hoover  in  his  message  to  Congress  last  December  said: 
"  Proper  planning  should  materially  reduce  the  listed  mileage  of 
public  roads,  particularly  in  the  agricultural  districts,  and  turn  these 
roads  back  to  useful  purposes."  The  abandonment  of  rural  high- 
w-ay  mileage  which  has  little  economical  value  now  and  which  has 
discounted  possibilities  of  usefulness  for  many  years  is  suggested 
as  one  source  of  relief. 
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mtchigan's  highway  fixaxce  plan 

During  the  past  twenty-five  years  Michigan  has  grown  from  a 
state  depending  largely  upon  its  fields,  forests  and  mines  to  one  of 
the  leading  industrial  states.  Our  population  has  been  drifting  to 
the  cities  during  these  years  until  we  have  only  about  15  per  cent 
living  in  rural  communities.  The  value  of  all  farm  products  pro- 
duced annually  in  Michigan  is  about  10  per  cent  of  the  value  of 
manufactured  products. 

In  these  few  years  we  have  seen  the  growth  of  the  electric  inter- 
urban  railway  and  its  almost  complete  passing  from  the  picture. 
Along  with  it  has  gone  a  big  part  of  the  local  business  in  both 
passengers  and  commodities  for  the  steam  railroads.  During  this 
period  the  summer  resort  and  tourist  traflic  has  grown  to  a  point 
where  it  ranks  as  "  big  business  ".  The  motor  vehicle  has  created 
the  necessity  for  a  costly  system  of  highways,  reaching  out  into 
every  county,  city  and  village  of  the  state. 

The  three  major  items  making  up  our  highway  fund,  namely, 
the  license  tax,  the  gasoline  tax  and  federal  aid,  will  produce  this 
year  a  total  of  approximately  $46,000,000.  From  this  income  there 
will  l)e  payable  in  fixed  charges  the  following  amounts : 

Cash  refunds  to  counties  from  license  tax  and  gasoline  tax,  to  be 

used  for  development  of  county  roads    $11,000,000 

State  trunk  line  maintenance    6,250,000 

Amortization  charges  for  state's  fifty  million-dollar  bond  issue...  4,082,000 
State  reward  payment   to  counties-townships  last   payment  —  law 

now  void    3 10,000 

Trunk  Line  Maintenance  to  cities-villages    528,000 

Highway  Department  Administration 280,000 

Maintenance  and  Construction  Equipment    200,000 

Trunk   Line  Drain  Tax    250,000 

Total    $22,900,000 

This  will  leave  to  the  state  for  construction  purposes  the  estimated 
sum  of  $23,100,000.  In  other  words,  fifty  per  cent  will  be  used  to 
meet  fixed  charges  and  fifty  per  cent  will  be  left  for  state  con- 
struction purposes. 

Reference  is  occasionally  made  to  ^Michigan  as  a  state  taxing  the 
motor  vehicle  through  the  weight  and  gas-tax  laws  out  of  propor- 
tion to  what  is  done  in  other  states.  In  1929  Michigan  ranked 
thirteenth  among  all  of  the  states  in  the  Union  in  the  average 
motor  vehicle  license  tax  and  thirty-fifth  in  the  average  gas  tax  per 
motor  vehicle.  In  addition  to  the  weight  and  gas  tax,  thirty-four 
states  levy  a  personal  property  tax  on  motor  vehicles.  Taking  the 
ad-valorem  tax  into  consideration,  Michigan  ranked  tliirty-sixth 
among  the  states. 
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Last  year  a  total  of  $57,000,000  was  raised  for  all  highway  pur- 
poses in  the  state,  of  which  $42,879,627.81  was  motor  vehicle  weight 
and  gas  tax.  This  means  that  property  through  township  and 
county  levies  i.s  still  l)oaring  25  ])er  cent  of  the  burden,  and  surely 
it  does  not  support  any  plan  calling  for  a  reduction  in  the  motor 
vehicle  tax. 

Five  years  ago  the  state  assumed  the  obligation  of  paying  the 
entire  cost  of  construction  and  maintenance  of  the  state  trunk-line 
system.  In  this  time  the  counties'  share  of  the  motor  vehicle  taxes 
has  increased  from  $2,800,000  to  $11,000,000  annually.  The  county 
road  system  of  ^Michigan,  embracing  in  the  neighborhood  of  16,000 
miles,  would  have  to  be  built  and  maintained  at  the  sole  expense  of 
the  counties  if  it  were  not  for  the  present  law  which  provides  that 
the  equivalent  of  one-half  of  the  weight  tax  be  returned  each  year 
to  the  counties.  Since  almost  eighty-one  per  cent  of  the  entire 
assessed  valuation  of  the  state  lies  within  incorporated  cities  and 
villages,  these  municipalities  are  saved  this  year  approximately 
$9,000,000  in  county  road  taxes. 

There  is  no  general  property  tax  for  state  highway  purposes. 
During  the  past  six  years  Michigan  has  expended  within  the  cor- 
porate limits  of  cities  and  villages  an  average  of  a  little  more  than 
$3,500,000  per  year  in  the  construction  and  maintenance  of  trunk- 
line  streets.  In  addition  to  that  \ve  are  paying  from  our  current 
revenue  yearly  the  sum  of  $4,082,059.78  into  the  highway  sinking 
fund  to  retire  bonds,  while  it  was  the  original  intent  that  these 
bonds  would  be  retired  by  general  property  tax.  On  the  basis  of 
assessed  valuation  the  incorporated  cities  and  villages  are  thus  saved 
each  year  almost  $3,300,000. 

The  cities  and  villages  will  receive  this  year  in  cash  approxi- 
mately $528,000  in  state  aid  toward  trunk-line  street  maintenance. 
This  makes  a  total  of  approximately  $16,328,000  in  direct  payment 
in  cash,  invested  in  construction  of  trunk-line  streets,  saving  the 
cities  and  villages  in  general  property  tax  on  the  county  road  sys- 
tem, and  for  the  highway  sinking  fund  to  retire  bonds. 

With  the  greatly  increased  use  of  motor  vehicles  and  the  annual 
increase  in  registration  during  normal  times,  the  city  streets  on 
trunk-line  routes  are  becoming  crowded  and  many  problems  vital 
to  both  city  and  state  are  brought  about.  The  state  has  an  obliga- 
tion to  perform  in  helping  to  relieve  such  conditions  arid  our  pro- 
gram affords  that  relief. 

The  present  plan  of  financing  the  building  of  Michigan's  high- 
way transportation  system  is  not  a  question  of  tax  distribution.  It 
is  based  on  the  theory  of  raising  in  those  communities  which  can 
best  afford  to  pay  it,  enough  money  to  satisfy  the  traffic  needs  of 
the  state  in  which  they  are  situated  and  whose  highway  traffic  is  so 
largely  created  by  them.     It  is  not  and  never  can  be  a  question  of 
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whether  or  not  certain  cities  or  townships  are  getting  their  fair 
share  of  the  tax  raised  to  be  used  by  them  for  improvements  within 
their  boundaries.  If  this  were  the  true  criterion  on  which  to  base 
our  scheme  of  taxation  for  highways,  then  all  money  raised  in  any 
community  should  be  returned  to  it  and  our  theory  of  connected 
state  and  county  systems  is  all  wrong.  The  whole  principle  of 
federal  and  state  aid  in  road  building  is  predicated  on  taking  some 
money  from  the  rich  and  populous  cities  and  counties  and  spending 
it  on  roads  in  the  poorer  cities  and  counties  because  there  can  be 
no  system  of  federal  and  state  roads  worth  the  name  unless  these 
roads  reach  all  the  way  across  the  nation  or  the  state,  as  the  case 
may  be. 

Approximately  two-thirds  of  the  total  expenditures  on  the  16,000 
miles  of  county  roads  in  Michigan  comes  from  the  motor  vehicle 
users'  taxes.  This  affords  a  very  substantial  and  direct  relief  to 
tax-bearing  property. 

The  counties  are  taking  over  additional  township  roads  each  year, 
tlius  affording  some  tinancial  help  to  the  local  units  of  government. 

TRAFFIC  SURVEYS   AS  AN   AID   IX   SOLVING  THE 
HIGHWAY  FINANCE  PROBLEM 

'■  Useage  "'  of  highways  must  be  considered  in  the  administra- 
tion of  highway  legislation.  The  obligation  of  the  municipality 
does  not  cease  as  the  highway  extends  beyond  its  corporate  limits 
into  the  rural  district.  r^Iunicipal  passenger  vehicles  for  business 
and  pleasure,  commercial  trucks,  and  common-carrier  busses  tra- 
verse the  rural  community  roads  and  the  obligation  of  the  munici- 
pality by  virtue  of  such  travel  of  its  vehicles  is  commensurate  of 
the  proportionate  '"  useage  "  of  the  road.  Such  an  approach  to  the 
subject  must  be  based  on  facts  analyzed  with  engineering  technique. 
The  United  States  Bureau  of  Public  Roads  in  cooperation  with 
the  Michigan  State  Highway  Department  is  now  carrying  on  a 
traffic  survey  which  will  extend  over  one  year's  time  for  classifica- 
tion. In  any  section  of  territory  under  study,  determination  will  be 
made  by  direct  classification  of  the  status  of  each  vehicle,  whether 
it  is  of  urban  or  rural  character.  In  addition,  the  origin  of  the 
vehicle  is  determined,  which  will  give  for  a  particular  road  the 
following : 

1.  Density  count  of  all   vehicles — passenger   cars,   trucks,   truck 
trailers  and  busses. 

2.  Classification  of  each  vehicle — rural  or  urban  cha'acter. 

3.  Origin  of  the  vehicle. 

a.  If  of  a  rural  or  urban  character,  is  its  general  travel 
limited  to  the  immediate  township  in  which  the  road  is 
located. 
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b.  If  not,  ihcii  IS  such  travel  of  iiUra-couiUy  nature. 

c.  If  from  neither  the  particular  township  or  county,  then 
is  the  ■'  useage  "'  of  the  certain  road  being  made  by 
vehicles  originating  from  elsewhere  in  the  state. 

'i\)  simplify  the  work  and  yet  cover  the  entire  state  road  system, 
the  1276  townships  existing  in  the  state  of  jMichigan  were  first 
listed  in  groups  in  accordance  with  their  population,  valuation  and 
mileage  of  roads.  In  such  groups  so  established  there  was  noted  a 
marked  similarity  of  certain  townships,  and  for  the  purpose  of  the 
survey  a  sample  township  was  selected  from  each  group,  in  which 
district  a  full  analysis  of  all  roads  is  to  be  made. 

By  a  reversal  of  the  process  at  the  completion  of  the  survey,  data 
obtained  from  the  sample  district  will  be  applied  to  the  districts 
of  similar  character,  and  m  this  way  the  entire  state  will  be  covered 
by  the  analysis. 

The  one  year  of  classitication  which  will  end  July  13lh,  1931,  will 
give  two  regular  counts  for  each  day  of  the  week  at  approximately 
1000  station  points  throughout  the  state,  or  14  counts  at  each  station 
for  the  year.  Such  will  give  the  daily  traflic  fluctuations  as  well  as 
seasonal  variations. 

Tourist  traffic  is  a  known  source  of  wealth  to  all  states  having 
particular  natural  attractions.  IMichigan  is  one  of  the  states,  and 
the  survey  will  determine  the  value  of  the  annual  tourist  business 
in  the  state.  In  addition  the  destination  of  the  incoming  tourist  is 
being  traced  to  the  place  where  he  makes  his  camp  or  stops  for  his 
vacation  at  a  resort.  This  is  a  special  problem  of  interstate  and 
national  interest  that  faces  each  highway  department,  and  certain 
roads  of  possibly  small  concern  to  rural  or  immediate  municipali- 
ties must  be  .constructed  to  necessary  standards  for  this  type  of 
travel. 

The  .study  is  extended  as  well  to  cover  all  vehicular  connections 
from  the  United  States  to  Canada  along  the  [Michigan  border. 
There  is  an  important  inter-city  traffic  between  the  two  major 
countries,  which  traffic  often  extends  well  into  the  mland  terri- 
tories. The  extent  of  such  travel  will  be  brought  out  by  the  survey 
results. 

There  still  remain  the  numerous  other  factors  usually  entailed 
in  the  ordinary  survey.  That  is,  to  what  extent  is  the  present 
system  of  highways  best  serving  its  purpose;  is  the  county  highw-ay 
system  acting  as  a  medium  of  trunk  lines  to  connect  the  rural  dis- 
trict and  township  roads,  or  is  it  but  a  jumbled  system  of  unrelated 
links?  Certain  county  roads  may  be  of  such  state-wide  importance 
as  to  justify  their  inclusion  in  the  state  highway  system.  So  like- 
wise townsliip  roads  of  county-wide  importance  should  be  placed 
in  the  county  system.     Some  townshii)  roads  may  be  found  as  hav- 
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ing  no  community  value  whatever,  to  continue  maintenance  of 
which  would  be  a  waste  of  pui)lic  funds,  and  their  abandonment 
would  be  the  only  answer. 

Heretofore  the  problem  of  construction  and  maintenance  of  the 
local  or  township  roads  has  received  but  little  specialized  attention. 
Units  were  improved,  usually  at  the  option  of  local  authorities,  and 
there  has  developed  a  need  of  systemized  attention  to  these  local 
problems.  Snow  removal  on  the  local  road  is  often  the  problem 
of  the  farmer  and  the  county,  and  the  survey  will  shed  some  light 
on  this  phase  of  maintenance  as  well  as  rural  road  "  useage  "  in 
general. 

A  special  city  traffic  study  will  be  carried  out  in  seven  of  the 
principal  cities  in  the  state.    The  classification  will  be  as  follow^s : 

1.  Density  of  traffic   (passenger  cars,  trucks,  truck  trailers  and 
busses). 

2.  Origin  of  traffic,  whether  it  is  from  the  particular  city  or  from 
a  point  elsewhere  in  the  state. 

a.  If  not  from  that  particular  city,  then  what  proportionate 
amount  origmates  in  the  township  adjacent  to  the  city  in 
the  county  in  which  the  city  is  located  (other  than  the 
township)  or  from  without  the  county. 

3.  Rural-urban  classification  of  vehicles. 

For  a  trunk-line  highway  passing  through  a  city,  there  can  then 
be  determined  the  proportionate  amount  of  through  travel,  its  char- 
acter, and  where  it  is  from.  For  all  city  streets  at  the  city  limits 
there  will  he  determined  the  proportionate  use  being  made  of  those 
streets  by  out-of-city  cars,  and  in  addition  the  centers  of  origin  and 
nature  of  such  out-of-city  cars. 

At  completion  w-e  should  have  a  better  working  basis  on  which 
to  formulate  proper  finance  legislation  for  our  highways.  Traffic 
surveys  such  as  ju.st  outlined  will  indicate  traffic  needs  to  the  end 
that  an  equitable  distribution  of  state  aid  will  be  more  accurately 
determined. 

Chairman  Newton:  In  opening  the  discussion  on  these  papers, 
I  feel  that  it  is  well  to  call  your  attention  to  the  hour.  It  is  now 
15  minutes  until  5,  and  I  suspect  that  some  of  you  have  a  number 
of  things  you  want  to  say.  and  for  that  reason  it  might  be  advisable 
to  have  your  remarks  formulated  as  expeditiously  as  possible  in 
order  to  be  ready  for  the  rest  of  the  program  later  in  the  evening. 

I  want  to  make  one  statement  on  my  ow^n  hook,  and  that  is  this, 
the  state  of  Michigan  feels  rather  proud  of  the  fact  that  Doctor 
Mort,  who  spoke  to  you,  is  the  adviser  to  our  Educational  Inquiry 
Commission,  and  that  the  drastic  study,  which  was  described  to  you 
and  which  is  the  most  complete  m  any  state  in  the  Union  at  the 
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present  time,  is  being  made  there  by  the  United  States  Bureau  of 
Public  Roads  with  our  highway  department.  Those  two  ventures 
represent  tangible  efforts  on  the  part  of  Michigan  to  solve  a  tax 
problem  that  includes  a  consideration  of  the  farmers'  interests. 
The  discussion  is  ready  to  begin. 

Rov  R.wvLiNGS  (Rhode  Island)  :  1  would  like  to  say  one  word 
about  this  local  autonomy.  Being  from  Xew  England,  naturally 
we  arise  a  little  to  the  defense  of  any  inference  that  a  weak  de- 
velopment of  governmental  systems  may  have  come  from  New- 
England.  I  have  presided  over  the  house  of  representatives  of  the 
state  of  Rhode  Island  for  four  years,  and  I  also  live  on  a  farm  in 
one  of  these  local  autonomies.  I  was  very  much  interested  in  the 
talks  of  both  Doctor  Leland  and  Doctor  Mort,  but  I  am  a  little  in- 
clined to  believe  that  the  practical  inferences  that  might  be  drawn 
from  these  talks  might  be  drawn  wrongly  in  some  details.  I  gradu- 
ated from  a  couple  of  colleges  myself,  but  I  found  out  that  when  I 
got  out  of  college  it  took  me  several  years  to  forget  enough  of 
what  I  learned  in  college  to  get  down  to  a  place  where  I  could 
make  a  living  for  myself — not  depreciating  by  any  means  the  value 
of  the  theory  which  we  get  in  college.  I  certainly  would  not  take 
anything  for  the  training  which  I  did  get.  and  the  only  reason 
today  for  which  I  rise  is.  as  I  said,  as  you  would  expect  of  any 
New  Englander,  to  defend  the  New  England  town-meeting  system. 
And  I  thought  perhaps  because  of  my  close  association  with  this 
part  of  the  country  my  own  experience  might  l)c  of  value  to  some 
of  you. 

Both  of  my  grandfathers  took  government  land  ir.  Illinois.  I 
was  brought  up  on  a  farm  in  Illinois,  and  when  the  time  came 
when  I  should  have  to  wait  to  inherit  a  small  section  of  land,  or 
buy  land  for  myself  for  three  hundred  dollars  an  acre,  tying  myself 
up  to  it  for  the  rest  of  my  life.  I  did  not  go  west  but  I  went  to 
Rhode  Island.  I  went  to  an  agricultural  experiment  station  and  I 
found  out  what  they  could  raise  on  this  almost  worthless  Rhode 
Island  land.  I  found  out  they  could  do  pretty  well ;  so  I  went 
around  and  looked  for  farm  land.  I  found  a  nice  old  colonial 
home,  a  good  barn,  and  some  buildings,  with  1200  acres  of  land, 
which  I  bought  for  $5000.00.  I  loaded  my  horses  and  implements, 
corn-planters  and  tools,  household  furniture,  and  so  on,  and  sent 
my  wife  and  baby  ahead  on  the  train,  and  I  went  on  the  freight  car. 
So,  I  have  been  a  farmer  in  Illinois  and  I  have  been  a  farmer  in 
Rhode  Island.  I  never  knew  a  thing  about  governmental  affairs  in 
Illinois,  but  I  was  not  long  in  Rhode  Island  before  I  found  out  a 
lot  about  ])olitics.  I  believe  that  the  inference  that  this  municipality 
of  governments  has  come  from  the  New  England  system  of  town 
government,  is  wrong.     I  believe  it  has  been  misapplied. 
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Everybody  in  a  town  in  Rhode  Island  understands  the  whole 
theory  of  government  all  the  way  through.  We  do  not  do  anything  ■ 
with  our  counties.  The  counties  are  merely  lines.  We  have  courts, 
but  they  are  allocated  by  the  legislature.  Each  town  runs  its  own 
business,  and  you  might  say  in  New  England  it  is  the  national 
sport.  It  is  not  what  it  costs  the  town.  The  board  of  tax  assessors 
in  my  town  is  made  up  of  a  leading  manufacturer  who  gets  thou- 
sands of  dollars  in  salary,  and  has  a  million  of  dollars  or  more 
invested,  one  of  the  leading  farmers  and  the  Speaker  of  the  House, 
myself,  and  we  cost  the  town  the  whole  sum,  I  think,  of  about 
$75.00  for  assessing  the  taxes  each  year. 

Now,  that  is  the  place  where  it  seems  to  me  that  this  inference 
is  wrong,  as  to  a  man  making  a  business  of  that.  In  these  towns 
of  New  England  the  people  are  so  interested  in  their  local  govern- 
ment that  they  give  up  their  time  that  you  could  not  buy.  I  never 
heard  this  designation  before — local  autonomy — but  I  am  glad  to 
have  gotten  it,  because,  as  I  say.  it  impressed  upon  me  particularly 
that  I  think  the  application  is  somewhat  wiong.  Of  course,  we 
cannot  solve  all  these  problems.  This  is  farm  day,  and  as  an  eastern 
farmer  I  would  like  to  touch  somewhat  on  the  agricultural  aspect, 
but  I  ha\en't  time.  I  do  want  to  make  this  one  point.  I  raise  corn 
in  Rhode  Island  as  cheaply  per  bushel  as  I  could  raise  it  in  Illinois, 
and  I  sold  it  for  a  lot  more  money.  Now,  to  me,  from  practical 
experience,  it  seems,  except  in  the  most  isolated  instances,  that  the 
farmers  would  help  themselves  a  great  deal  if  they  w'ould  try  to  get 
as  near  to  markets  as  they  possibly  could  when  they  raise  their 
stuff.  Now,  industries  are  developing  all  over  the  country.  They 
are  not  going  to  be  held  just  in  Rhode  Island. 

Chairman  Newton  :  One  minute  longer. 

yiR.  Rawlings  :  Weil.  1  am  satisfied  now.  I  did  not  want  to  let 
the  opportunity  pass  to  tell  my  fellow-countrymen  here  in  the 
middle  west  that  I  do  not  believe  that  this  New  England  tow^n 
meeting  is  the  thing  which  is  out  of  date,  yet.  I  think  it  could  be 
closely  copied  and  perhaps  followed  for  practical  application  a  good 
deal  more  than  it  is. 

Chairman  Newton  :  The  Chair  owes  an  apology  to  the  last 
speaker  for  not  having  stated  in  advance  that  the  discussion  would 
be  limited  to  the  usual  five  minutes'  time.  I  now  recognize  Mr. 
Edwards  of  Ohio. 

John  S.  Edwards  (Ohio):  Mr.  Chairman  and  Gentlemen:  I 
would  say,  as  far  as  I  am  concerned,  I  will  give  you  my  permission 
to  go  ahead  and  work  out  a  solution  for  Chicago,  and  when  that 
has  been  accomplished  and  they  have  abolished  a  lot  of  those  units 
up  there.  I  will  get  a  lot  of  satisfaction  out  of  it. 
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Ohio  had  just  such  a  traffic  survey  in  1925,  completed  perhaps  in 
1926.  and  I  think,  perhaps  this  group  of  delegates  after  hearing  this 
wonderful  highway  paper  might  be  interested  in  having  those  facts 
very  briefly  brought  out.  That  survey,  conducted  by  the  Federal 
Bureau  of  Public  Roads,  in  conjunction  with  our  highway  depart- 
ment, demonstrated  this  fact,  that  in  Ohio  87.7  per  cent  of  the 
traffic  were  cars  of  city  origin  and  city  destination.  To  me  it  was 
utterly  astounding.  One  can  scarcely  believe  it.  Yet  it  was  carried 
over  a  period  of  a  year  and  was  properly  handled  in  every  par- 
ticular, so  that  local  influence  had  nothing  to  do  with  it.  It  seemed 
utterly  astounding  that  that  could  be  the  fact,  that  87  out  of  each 
100  vehicles  on  the  Ohio  highways  were  from  the  city. 

The  problem  of  financing  highways  in  Ohio  has  not  yet  devolved 
upon  the  user  of  the  highway  as  it  has  in  many  states,  although  we 
are  raising  this  year  more  than  fifty-three  millions  of  dollars  from 
the  gasoline  tax  and  other  taxes,  and  probably  raise  more  than 
fifty  millions  of  dollars  from  levies. 

Xo  state  in  the  Union  has  drawn  from  its  local  unit  of  govern- 
ment for  its  highways  as  has  Ohio.  It  has  been  a  tragedy.  I  have 
had  the  pleasure  of  serving  in  our  Ohio  general  assembly.  I  was 
on  this  special  highway  committee  and  traveled  into  some  of  our 
neighboring  states,  namely  Illinois,  Michigan.  Wisconsin  and  Penn- 
sylvania, where  we  made  an  inspection  of  the  program,  and  none 
of  those  states  have  gone  into  the  local  unit  of  government  like 
Ohio.  If  our  Ohio  people  could  have  been  relieved  of  that  burden, 
our  school  burden  would  not  have  been  nearly  so  great. 

We  are  still,  in  many  of  our  units,  paying  for  bonds,  levies  up  to 
three  and  one-half  mills.  That  is  the  county  and  local  unit  of 
government. 

We  have  a  plan  called  cooperative,  that  is,  the  local  units  pay  the 
cost  and  the  state  cooperates.  We  have  a  state  system  of  highways 
of  eleven  thousand  miles  in  Ohio;  twenty-three  thousand  miles  of 
county  highways,  and  fifty-one  thousand  miles  of  township  high- 
ways. That  eleven  thousand  miles  is  improved  in  Ohio  today. 
Sixty-five  per  cent  approximately  of  the  cost  of  that  eleven  thou- 
sand miles  was  taken  out  of  the  local  units  of  government,  and  a 
lot  is  to  be  paid  yet  in  bonds;  so  you  do  not  wonder,  I  am  quite 
sure,  that  we  are  having  some  trouble  with  local  government. 

K.  S.  Toon  (Ohio):  After  what  the  gentleman  from  Rhode 
Island  said.  I  supi)ose  the  college  professor  should  not  say  anything. 
It  reminds  me  of  one  of  the  finest  compliments  I  ever  received. 
Just  a  few  weeks  ago  the  chairman  of  the  Rotary  Club  in  an  Ohio 
city,  after  I  had  finished  a  talk  on  taxation,  said:  "You  are  not 
half  the  damned  fool  I  thought  you  were.''  Those  of  us  who  have 
anything  to  do  with  the  study  of  rural  problems,  from  the  angle  of 
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taxation,  have  our  sympathies  aroused,  as  we  should,  but  as  I  sat 
listening  to  these  papers  this  afternoon  the  thought  came  to  me 
that  we  ought  to  emphasize  three  points  in  order  to  keep  our  heads 
when  we  are  discussing  a  tax  problem  with  reference  to  the  rural 
community.  The  first  point  is  this:  We  want  to  get  away  from 
the  idea  that  sometimes  takes  possession  of  us,  especially  when  we 
are  talking  to  farm  bodies,  that  the  farm-taxation  problem  is  a 
peculiar  one.  It  applies  equally  to  corporations  and  the  owners  of 
city  real  estate;  and  when  we  come  to  consider  the  burden  of  taxa- 
tion with  relation  to  income,  I  think  we  haven't  any  reason  at  all 
for  singling  out  the  faim  proposition  and  saying  it  is  an  unusually 
difficult  situation.  I  say  that  knowing  full  well  the  difficulties  that 
the  farmers  all  over  the  United  States  have  had  the  last  few  years. 

The  second  is  this :  In  our  zeal  and  in  our  enthusiasm  in  rural 
communities  for  the  shifting  of  the  tax  burdens  onto  the  state, 
especially  with  reference  to  schools  and  roads,  we  are  likely  to  get 
into  a  lot  of  difficulty  and  to  be  tremendously  disappointed  when  we 
think  that  by  so  doing  we  are  going  to  necessarily  reduce  the  tax 
burden  on  the  owner  of  real  estate  and  particularly  on  farm  real 
estate,  as  I  look  at  it  from  the  standpoint  of  some  of  the  problems 
we  are  studying  in  Ohio.  If  we  do,  as  a  great  many  want  us  to  do. 
shift  the  entire  burden  for  these  purposes,  and  old-age  pensions — 
we  are  talking  about  that  too — to  the  state,  then  the  question  comes, 
where  is  the  state  going  to  get  the  revenue?  Will  the  state  under 
those  circumstances  be  compelled  to  resort  to  some  measure  of  a 
general  property  tax  in  order  to  raise  the  necessary  funds  to  meet 
all  these  additional  expenditures?  As  I  see  it,  it  is  tremendously 
interesting  and  beautiful,  from  the  standpoint  of  the  owner  of 
property,  to  think  the  state  is  going  to  carry  all  these  burdens,  but 
where  is  the  state  going  to  get  the  funds  ? 

And  the  third  point,  and  in  my  estimation  a  still  more  important 
one,  is  this :  Last  fall  some  of  the  folks  in  Ohio  who  are  interested 
in  the  campaign  for  getting  rid  of  our  uniform  rule  —  and  since 
then,  some  of  our  enthusiasts — have  been  assuring  the  farmer  par- 
ticularly, that  if  we  have  a  change  in  the  tax  system  we  will  reduce 
the  tax  burden.  I  should  like  to  emphasize  that  also  this  afternoon, 
and  to  sound  a  note  of  warning — at  least  the  people  in  Ohio  need 
it — that  there  is  no  system  of  taxation  on  earth,  in  my  estimation, 
that  will  of  itself  and  of  necessity  reduce  the  tax  burden.  As  I 
study  the  problem  more  and  more  thoughtfully  it  seems  to  me  the 
only  way  we  are  going  to  reduce  the  burden  of  taxation  is  through 
applying  the  notions  put  forward  by  Doctor  Milbank  Johnson  last 
evening.  If  I  have  a.  minute  I  might  illustrate.  Two  weeks  ago 
last  Sunday,  I  went  up  to  a  beautiful  rural  high-school  building 
that  stood  where  I  taught  a  country  school  thirty-five  years  ago, 
and  made  one  of  the  dedicatory  speeches.     The  chairman  of  that 
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school  board  and  of  the  committee  on  dedication  said.  ""  Now,  this 
is  a  beautiful  building,  and  it  has  everything  we  want."  I  think  it 
had  a  swimming  pool  and  almost  everything  in  the  shape  of  modern 
luxury.  He  said,  "  This  is  all  right,  but  we  must  never  be  satisfied 
until  we  have  other  school  buildings  here  like  this,  until  we  can 
equip  our  buildings  through  the  junior  college."  and  everybody 
except  a  few  of  us  cheered  him  to  the  echo.  Now,  where  is  the 
money  coming  from?  Those  are  the  people  who  are  going  to  shift 
the  burden  of  schools  to  the  state,  but  when  it  comes  to  shifting 
the  responsibility  for  the  organization  of  the  school  system  I  have 
no  doubt  they  want  to  keep  that  in  their  own  hands.  That  is  just 
one  illustration  among  many  that  might  be  given  to  show  the 
futility  of  the  idea  of  depending  on  a  tax  system. 

One  other  point  I  might  make  in  connection  with  Doctor  Leland's 
paper  is  that,  while  he  was  dreaming  about  changes  in  state  and 
national  government,  would  it  not  be  well  to  dream  a  little  bit 
about  doing  away  with  the  state  legislature,  and  have  a  committee 
or  some  kind  of  board  of  directors  for  the  .state,  to  take  care  of  the 
management,  instead  of  relying  upon  the  state  legislature  for  three 
months. 

H.\RVEV  Walker  (Ohio)  :  I  suppose  I  should  say  before  I  start 
that  I  can  lay  a  little  claim  to  being  a  farmer.  j\Iy  parents  home- 
steaded  on  a  160-acre  farm  in  northwestern  Oklahoma.  I  must 
plead  guilty  to  being  a  college  professor.  I  must  out  of  fairness 
say.  in  view  of  the  fact  that  I  am  now  preparing  the  1931-1932 
budget  of  the  state  of  Ohio,  I  am  up  against  the  proposition  of 
trying  to  find  revenues  to  meet  an  ever-expanding  demand  on  the 
part  of  the  departments  and  the  people  of  the  state. 

There  were  several  statements  made  and  points  raised  upon  which 
I  want  to  comment.  The  gentleman  from  Rhode  Island  mentioned 
with  great  satisfaction  the  fact  that  the  people  of  Rhode  Island  got 
their  local  government  managed  for  them  by  highly  competent  men 
without  a  great  deal  of  expense.  We  in  the  middle  west  find  that 
in  many  cases  the  local  governments  do  not  spend  much  money  but 
they  do  not  get  anything  for  what  they  do  spend.  Sometimes  town- 
ship trustees  are  expensive  at  any  price.  And  I  don't  think  we 
ought  to  forget  that  all  townships  are  not  blessed  with  having 
speakers  of  the  House  to  call  upon  to  serve  as  trustees. 

Doctor  Mort  raised  a  very  important  question,  it  seems  to  me, 
when  he  defined  the  status  quo  so  eloquently  and  said  that  we  must 
provide  a  certain  minimum  education  for  every  boy  and  girl  in 
every  remote  back-wash  section  of  our  state. 

We  have  in  Ohio,  down  in  the  southeastern  ]Jortion.  some  rather 
difficult  country  upon  which  to  make  a  living.  It  is  a  truly  mining 
section   that  has  been    worn   out.   and   still   there   are   people  liring 
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down  there  and  they  continue  to  have  children.  It  has  always  been 
a  wonder  to  me  that  people  would  have  the  temerity  to  locate  them- 
selves in  isolation  and  demand  that  the  public  provide  them  the 
services  that  they  would  ordinarily  receive  if  they  were  in  some 
place  where  they  could  be  served  much  more  economically.  Why 
should  the  state  be  called  upon  to  pay  the  transportation  of  a  child 
for  ten  miles  to  a  school  simply  because  the  parents  of  that  child 
wanted  to  buy  a  little  piece  of  land  out  there  in  an  isolated  section, 
where  the  father  thought  he  might  be  able  to  make  a  living,  or  at 
least  where  he  could  keep  away  from  taxes?  It  seems  to  me  that 
there  is  a  problem  that  the  states  might  well  take  into  account,  how 
to  depopulate  these  marginal  residents  out  in  the  areas  in  w^hich 
they  will  never  have  a  chance  to  make  a  living,  and  in  which  they 
will  always  be  public  charges.  It  seems  to  me  that  it  is  not  justified 
in  any  sense  of  the  word. 

That  same  problem  is  bound  up  in  the  highway  situation.  The 
suggestion  was  made  in  Michigan  that  there  might  be  some  town- 
ship roads  that  could  be  abandoned.  A  road  is  usually  built  for 
the  purpose  of  serving  some  person  who  happens  to  reside  off  the 
highway.  That  evidently  means  that  there  are  some  sections  in 
r^Iichigan  where  the  farms  are  being  abandoned  and  the  highways 
are  no  longer  being  needed.  That  is  a  fine  thing,  especially  where 
the  farms  happen  to  be  marginal  farms  and  cannot  be  economically 
managed  at  the  present  economic  levels. 

I  agree  most  thoroughly  with  most  of  the  things  Professor  Leland 
said  about  the  consolidation  of  local  areas.  I  don't  know  how  we 
are  going  to  get  the  Federal  Constitution  so  thoroughly  amended 
as  his  plan  would  demand,  but  certainly  we  can  make  a  start.  I 
think  we  ought  to  recognize  the  fundamental  conflict  involved  be- 
tween Professor  Leland's  paper  and  Professor  Mort's  paper.  Pro- 
fessor ]\Iort  defends  the  status  quo  by  saying  we  ought  to  serve 
everybody  just  as  they  now  stand,  and  Professor  Leland  suggests 
we  ought  to  start  on  a  program  of  consolidation  to  begin  with. 

James  H.  Stewart  (Montana)  :  Mr.  Chairman,  I  merely  want 
to  ask  Mr.  Thompson  a  question,  if  Mr.  Thompson  is  here.  In 
your  excellent  paper  on  the  taxation  of  real  estate  in  the  average 
tax  program,  if  I  understood  you  right,  in  addition  to  administra- 
tive directions  you  recommend  only  the  income  tax.  Could  you 
tell  me  briefly  w'hat  you  would  propose  and  do  you  appreciate  that 
you  will  have  to  raise  a  considerable  amount  of  money  to  offer  any 
material  relief  to  property? 

Mr.  Thompson  :  It  should  be  used  in  proportion  large  enough  to 
really  raise  some  revenue.  For  instance,  in  some  states,  as  it  is 
applied  now,  it  does  not  raise  enough  revenue  to  relieve  the  prop- 
erty tax.     I  realize  that.    There  is  one  thing  very  evident,  and  that 
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is  this,  if  we  arc  going  to  recognize  the  ability  to  pay,  we  have  to 
recognize  that  property  has  borne  the  burden  up  to  the  present 
time.  It  has  been  increasing  in  value  practically  everywhere.  Now 
then  we  come  to  the  place  where  it  is  over  the  peak  and  we  have  a 
diminishing  value.  With  an  increasing  fixed  charge  to  meet  the 
obligations  it  is  going  to  be  impossible  to  avoid  the  situation  that 
confronted  farm  ownership  and  home  ownership.  If  we  can 
spread  the  burden  equitably  by  an  income  tax,  it  should  be  of  such 
proportion  and  of  such  consequence  as  will  meet  the  requirements 
of  this  progressive  age  in  which  we  are  living.  We  have  institu- 
tions and  of  course  we  expect  to  maintain  them,  and  I  don't  think 
it  would  be  burdensome  if  that  burden  was  borne  equitably  by  all 
the  people,  under  the  ])resent  circumstances,  as  shown  by  the  evi- 
dence, on  the  basis  of  ability,  through  income.  That  has  been 
determined  since  our  national  government  has  made  research  and 
found  how  much  the  income  is,  feeling  that  that  is  the  source. 
I  am  not  saying  it  should  be  limited  to  that  alone.  There  may  be 
other  taxes  by  which  we  could  supplement  and  maintain  our  gov- 
ernments, state  and  local,  but  the  burden  should  be  spread  equitably. 

Mr.  Stewart:  If  you  will  pardon  another  question:  Does  your 
organization  approve  the  consumption  or  sales  taxes  ? 

Mr.  Thompson  :  W^e  have  never  gone  on  record  on  any  par- 
ticular reform  in  taxation.  We  are  studying  it  with  the  idea  of 
taking  it  up  shortly,  as  to  what  is  going  to  be  the  best  means.  We 
are  going  to  arrive  at  our  conclusions  as  to  what  will  be  the  best 
thing  after  studying  the  shortcomings  of  practically  all  the  states. 
We  find  they  are  nearly  all  in  the  same  boat. 

Mr.  STEW^\RT :  Then  you  haven't  any  definite  plan  for  anything, 
in  the  light  of  immediate  relief.  This  program  would  undoubtedly 
require  considerable  time  to  work  out. 

]\1r.  Thompsox:  It  won't  be  done  in  a  day,  but  if  you  don't  start 
towards  the  shore  you  won't  get  there. 

Mr.  Stewart:  That  reminds  me.  I\Ir.  Thompson,  if  you  will 
pardon  me,  of  a  situation  like  this:  A  drowning  man  thinks  he 
sees  something  that  will  afford  him  some  relief ;  he  reaches  for  an 
object  to  save  himself,  but  someone  says,  "Don't  do  that;  around 
here,  you  knovif,  is  a  raft  that  is  unsinkable."  He  wants  to  get  there 
to  be  safe.  It  would  seem  to  me  that  something  in  the  nature  of  a 
sales  tax  could  afford  immediate  relief. 

A.  K.  Barnes  (Kansas)  :  In  the  five  minutes  I  may  have  I  am 
sure  I  could  not  go  very  far  into  this  tax  subject.  As  to  the 
speeches  that  I  heard  from  the  college  professors,  in  particular,  I 
have  a  lot  of  respect  but  not  always  entire  confidence.     If  I  am  to 
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Ijclieve  them  today,  I  must  believe  that  our  government  was  im- 
properly formed,  and  that  we  should  at  this  time  have  a  revolution 
and  change  this  government.  I  have  noticed  this,  that  every  time 
that  we  have  taken  our  powers  from  the  local  and  lower  unit  and 
given  it  to  the  higher  unit,  it  has  cost  the  taxpayer  more  money. 
As  an  example,  what  has  happened  to  us  as  a  nation  in  the  matter 
of  freight  rates  since  we  took  the  power  away  from  the  state  and 
gave  it  to  the  nation?  I  could  go  on  with  a  number  of  those 
situations  that  have  cost  us  more  money  every  time  we  have  moved 
upward.  Now,  on  this  matter  of  taxation  that  this  gentleman  just 
l)rought  up  a  little  while  ago,  he  proposes  a  sales  tax.  Now,  I 
think  a  general  sales  tax  would  be  the  poorest  thing  that  could  be 
adopted.     I  believe  in  a  selective  sales  tax. 

We  all  admit  that  visible  property  is  overtaxed.  In  answer  to 
his  question  as  to  some  way  to  relieve  property,  the  one  great  way 
"to  relieve  property  is  by  the  method  suggested  by  Mr.  Thompson. 
That  is  the  one  best  way,  the  most  equitable  way,  the  way  that 
sooner  or  later  we  must  adopt,  or  else  we  have  got  to  lower  our 
national,  state  and  county  standard  of  living. 

Now,  the  two  great  things  that  cost  us  money  are  the  schools  and 
the  roads,  so  far  as  1  have  been  able  to  see.  When  they  talk  about 
getting  a  better  school  system  than  we  have,  it  is  also  always  a 
more  expensive  system. 

So  far  as  getting  away  from  some  of  the  tax  on  roads.  I  pro- 
posed at  the  last  legislature  in  Kansas,  where  we  are  paying  fifty 
per  cent  of  road  taxes  by  the  route  of  the  property  tax,  that  we 
increase  the  gasoline  tax,  and  put  more  money  of  the  county  back 
into  the  township.  If  we  want  to  reduce  taxes  I  think  that  would 
be  a  good  way  to  do  it.  The  farmer,  when  he  gets  on  his  local 
road  or  any  other  road,  pays  his  part  of  the  construction  and  main- 
tenance of  that  road.  There  are  other  forms  but  I  hope  the  people 
of  this  country  will  soon  put  some  of  the  money  from  the  gasoline 
tax  back  into  the  rural  communities,  because  the  rural  communities 
have  been  spending  so  much  money  building  these  trunk  lines.  It 
will  be  a  benefit  to  the  country  at  large. 

F.  S.  Edmonds  (Pennsylvania)  :  I  worked  two  winers  on  a  farm, 
and  like  the  man  that  told  the  story  about  the  chickens,  I  put  some 
in  and  never  got  any  out.  On  this  government  proposition,  I  think 
my  friend  from  Rhode  Island  there  has  misunderstood  the  exact 
thought  that  is  in  our  minds.  It  is  not  so  much  taking  away  from 
local  government  its  control  of  local  affairs  as  it  is  modernizing 
local  government.  In  Pennsylvania  we  have  one  county  which  has 
all  the  local  machinery  that  w  as  created  by  William  Penn ;  it  has  a 
sheriff  when  there  is  nobody  to  arrest;  there  is  a  coroner  but 
nobodv  dies  in  that  communitv;  no  accidents  occur  there,  vet  there 
'9 
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is  a  district  attorney.  That  is  all  a  liability  to  the  community. 
The  only  thing  which  they  consolidate  is  the  courthouse.  They 
have  one  judge  for  four  counties.  When  he  gets  into  this  par- 
ticular county  he  tells  me  he  has  four  terms  a  year,  and  one  term 
lasts  less  than  one  week.  It  takes  about  three  days  to  wind  up  the 
legal  business  of  that  particular  county  for  one  term.  Why  would 
it  not  be  worth  while  to  consolidate  on  district  attorneys  and 
sheriffs  as  well  as  on  the  court?  Why  would  it  not  be  worth  while 
to  bring  them  into  the  work  of  the  isolated  units?  Take,  for  in- 
stance, recording-  deeds.  There  is  a  recorder  of  deeds  in  that 
county;  he  records  probably  twelve  or  thirteen  a  year,  and  they  are 
in  the  usual  form,  that  is,  longhand,  and  somebody  is  employed  as 
a  clerk  for  that  particular  purpose.  In  Chicago  they  have  a  method 
of  photostating  records  for  three  cents  a  unit  and  in  this  particular 
county  it  costs  about  a  dollar. 

Xow,  that  is  the  kind  of  reforms  that  people  are  asking  for, 
namely,  that  local  government  which  was  created  in  the  early  days, 
when  each  community  was  isolated  and  had  to  be  complete  in  itself, 
be  brought  up  to  date.  If  the  local  government  will  take  the  ad- 
vantages that  come  with  modern  science  and  discovery  and  bring 
itself  up  to  date  it  will  reduce  costs.  That,  in  my  mind,  is  a 
reasonable  proposition,  and  does  not  involve  a  surrender  of  local 
autonomy. 

I  listened  with  great  interest  to  Professor  Leland.  It  is  worth 
while  noting  that  the  dean  of  the  tax  men  of  all  this  country. 
Professor  Seligman  of  Columbia  University,  has  at  one  time  stated 
that  there  will  be  one  government  collecting  all  the  taxes  and  ap- 
portioning them  to  the  states,  and  the  states  apportioning  to  the 
localities.  I  do  not  believe  it  myself,  but  at  the  same  time  it  is 
worth  while  bearing  in  mind  that  there  are  tendencies  along  that 
line.  But,  when  people  are  asking  that  local  government  be  brought 
up  to  a  modern  status  of  economic  efficiency,  they  are  not  asking 
for  a. surrender  of  local  autonomy,  or  anything  of  that  kind.  They 
are  only  asking  that  modern  methods  be  brought  into  what  is  an 
unbusiness-like  ])rocedure  at  the  present  time. 

R.  W.  C.\rrim;tox  (Alissouri)  :  1  am  a  taxpayer  of  Kansas  City. 
I  want  to  read  a  tax  statement  that  was  put  upon  us  in  Kansas 
City,  IMissouri.  On  a  certain  valuation  the  state  tax  was  $11.98. 
the  county  tax  $56.98  and  the  school  tax  $114.77.  Now.  a  great 
many  people  —  and  I  am  one  of  them  —  do  not  object  to  children 
getting  education,  but  I  want  to  say  that  our  schools  here  are  idle 
too  much  of  the  time.  They  might  be  employed  a  little  more  in  the 
teaching  of  children,  instead  of  from  nine  to  four  o'clock,  with  a 
long  vacation.  As  one  gentleman  said,  it  took  him  three  years  to 
.get   into   a   commercial   activity   after   he   had   secured   a   diploma. 
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Now,  instead  of  putting  in  more  schools  and  doubling  our  force, 
let  us  use  the  schools  for  commercial  education.  A  great  many 
young  fellows  have  an  aversion  to  work,  or  they  do  not  know  how 
to  approach  a  merchant.  They  have  the  background  for  learning. 
It  might  be  well  enough  to  give  these  young  men  more  commercial 
education  than  they  are  getting. 

Now,  in  relation  to  road  construction,  I  find  that  our  roads. 
which  have  been  built  at  a  great  price,  are  breaking  through  the 
center.  They  are  built  up  liill  and  down  hill  without  reference  to 
getting  close  to  water  level.  The  closer  you  get  to  that  level  the 
lietter  is  its  utility.  Now,  if  these  political  contractors  were  not  in 
such  a  hurry  to  get  hold  of  this  money,  we  might  have  had  wider 
roads  and  better  roads.  They  are  trying  to  say  not  to  make  the 
load  so  heavy.  The  trouble  is  not  with  the  loads,  the  trouble  is 
with  the  construction.  This  state  is  underlaid  with  rubble  stone 
from  one  end  to  the  other,  which  could  economically  be  used  for 
the  construction  of  roads,  but  the  contractors,  responding  to  the 
demands  of  the  cement  trust  and  the  sand  trust,  have  come  in  here 
and  they  have  built  roads  that  won't  stand  up.  The  road  leading 
out  of  here  to  Excelsior  Springs,  in  the  common  parlance  of  the 
village,  is  as  crooked  as  a  dog's  hind  leg.  It  would  not  have  cost  a 
great  deal  more  to  have  cut  down  the  top  of  those  hills  so  it  would 
have  reduced  the  cost  of  maintenance.  We  are  trying  to  help 
the  farmers.  Why  take  this  all  away  from  the  farmers?  If  these 
farmers  have  rubble  stone  on  their  premises,  take  it  out,  and  put  in 
a  stub  base  and  mix  the  rubble  with  something  that  will  work  well. 
Give  these  people  a  chance  to  pay  their  taxes  outside  of  what  you 
get  from  the  ordinary  income  from  automobiles. 

There  was  another  remark  made  here,  about  the  Federal  Govern- 
ment coming  into  the  states  and  taking  over  certain  activities.  Our 
forefathers  were  not  fools.  The  only  thing  that  originally  was 
delegated  to  the  Federal  Government  by  the  Constitution  was  the 
question  of  the  control  of  navigable  streams,  foreign  relations  and 
questions  between  states. 

Chairm.^n  Newton  :  The  time  of  the  gentleman  has  expired. 

John  H.  Lef.nhouts  (Wisconsin)  :  I  just  want  to  give  you 
briefly  what  our  experience  has  been  with  the  income  tax.  It  may 
be  helpful  in  giving  Mr.  Thompson  an  answer.  Our  experience  is 
this,  that  in  the  last  year  or  two  we  have  lifted  the  burden  on  real 
estate,  at  least  to  the  extent  of  from  12  to  13  per  cent.  Of  course, 
the  average  taxpayer  doesn't  know  that,  because  he  has  been  spend- 
ing more  money;  but  the  12  to  13  per  cent  that  we  have  saved 
by  the  income  tax  meant  just  that  much  saving  in  additional  levy 
on  real  estate.     That  is  our  experience  in  Wisconsin  of  what  the 
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income   tax   will   do   if  you   will   administer   it   properly.      If   it   is 
administered  as  our  law  is  administered  it  will  produce  lesults. 

Of  course,  the  difference  between  the  purchasing  value  of  the 
dollar  of  ten  and  fifteen  years  ago  and  the  present  time  must  be 
recognized.  The  average  taxpayer  doesn't  recognize  that,  and 
therefore  he  does  not  always  know  that  his  taxes  really  have  been 
lifted  in  some  degree  by  this  form  of  tax.  I  might  suggest  to 
Mr.  Thompson  that  I  am  sure  it  would  have  a  beneficial  eft'ect  if 
more  of  the  states  adopted  an  income  tax,  which  will  be  adminis- 
tered properly,  and  with  a  rate  high  enough,  not  with  a  rate  of  one 
l)er  cent  but  we  go  up  to  a  six  per  cent  rate,  and  an  addition  practi- 
cally of  one  per  cent  for  sur-tax  above  certain  amounts. 

joHX  E.  Brixdley  (Iowa):  It  is  getting  late.  I  just  want  to 
refer  to  one  fact.  There  was  a  very  interesting  paper  presented 
here  this  afternoon  in  connection  with  which  I  would  like  to  bring 
out  one  fact.  That  fact  is  that  m  the  last  quarter  of  a  century  in 
Iowa  we  have  completely  eliminated  the  township  in  road  adminis- 
tration. About  25  or  30  years  ago  we  had  the  old  task-master 
system,  but  the  last  general  assembly  passed  an  act  which  took  all 
those  functions  away  under  that  system.  At  the  present  time  we 
have  prepared  a  bill  which,  if  it  should  pass  the  next  general 
assembly,  would  eliminate  the  office  of  township  assessors  because 
the  recommendation  is  for  appointive  county  assessors.  Strange  as 
it  may  seem,  I  think  there  are  very  good  chances  of  this  measure 
passing;  and  I  thought  it  would  l)e  appropriate  to  read  into  the 
record  this  afternoon  the  fact  that  we  may  have  one  seat  at  least 
in  the  near  future  witliout  any  township  functions  of  a  fiscal  char- 
acter whatever. 

liuwARi)  R.  Lr.wis  (  Illinois  )  :  I  dun"t  know  that  I  have  any  right 
to  speak  here.  I  have  been  counting  up  the  qualifications.  In  the 
first  place,  I  was  not  ])orn  on  a  farm.  I  am  not  a  collector  of 
taxes.  I  am  not  a  college  professor,  and  I  come  from  Chicago ; 
and  I  don't  know  that  anybody  who  comes  from  Chicago  has  a 
right  to  say  anything.  Mr.  Edmonds  stole  some  of  my  thunder. 
I  think  that  about  half  of  my  speech  is  gone.  If  his  comment  on 
the  speeches  of  Professor  Leland  and  Professor  Mort  is  accepted, 
there  is  perhaps  very  little  quarrel  left. 

But  there  seems  to  be  a  conflict  here  between  two  theories  of 
government.  I  call  it  the  conflict  betw'een  efficiency  and  liberty,  or 
between  efficiency  and  individual  development.  I  confess  when  I 
saw  some  of  the  results  of  the  efficiency  of  the  old  German  govern- 
ment, I  thought  1  never  wanted  to  hear  the  word  "  efficiency " 
again.  There  is  such  a  thing  as  getting  an  efficiency  which  leads 
to  inefficiency.  Perhaps  the  conflict  might  better  lie  called  one 
between  temporary  efficiency  and  permanent  efficiency. 
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I  think  we  all  remember  that  in  school  we  learned  that  in  France 
the  country  was  governed  by  intendants,  later  called  prefects,  sent 
out  from  the  central  government;  and  England  had  local  govern- 
ment administered  by  the  squires  and  local  gentry.  It  was  an 
oligarchy,  perhaps,  but  there  were  always  some  people  locally  who 
were  always  learning  something  about  government.  They  got  an 
experience  that  the  French  people  did  not  get,  and  I  think  that  is 
one  reason  why  constitutional  government  and  parliamentary  gov- 
ernment developed  in  England  long  before  it  did  in  France.  The 
same  thing  comes  up  on  the  jury  system.  We  hear  people  kicking 
about  the  jury,  calling  it  a  worthless  institution;  and  yet  Oliver 
Wendell  Holmes,  justice  of  the  United  States  Supreme  Court,  de- 
clared recently  that  he  is  a  firm  believer  in  the  jury,  and  he  says 
one  of  the  main  reasons  he  is  a  believer  in  it  is  because  ""  I  notice 
they  mix  a  great  deal  of  human  prejudice  in  their  verdicts."  and 
in  that  way  the  law  is  kept  closer  to  the  actual  opinion  of  the 
community  than  if  we  had  a  lot  of  intelligent  judges,  well  trained, 
who  were  deciding  questions  of  fact,  more  efficient  for  ten  years 
but  less  efficient  over  two  hundred  years.  I  think  that  is  the  funda- 
mental conflict. 

Xobody  disagrees  with  Professor  Leland  or  Mr.  Edmonds  that 
such  monstrosities  as  we  have  in  Cook  County — I  forget  how  many 
hundred  taxing  units — should  be  eliminated. 

In  my  last  half  a  minute,  I  would  like  to  add  that  I  agree  with 
Professor  ^lort  that  100  people  in  Podunk,  in  a  little  back-water 
county,  are  just  as  important  to  the  state  as  100  people  in  the  city 
of  Chicago,  or  Xew  Vork  or  Detroit,  and  we  do  not  know  from 
which  100  will  come  our  Abraham  Lincolns.  our  Thomas  Jefter- 
sons,  our  Charles  Lindberghs,  or  our  Thomas  Edisons  of  the  future. 

Chairman  Xewtox  :  Is  there  anybody  else  who  cares  to  be 
heard?     This  discussion  has  lasted  now  almost  one  hour. 

M.  M.  Dougherty  (University  of  Delaware)  :  It  seems  to  me 
you  can  save  a  lot  of  money  if  what  has  been  said  about  the  college 
professor  is  true.  If  they  are  ignorant  and  use  a  lot  of  words  that 
frequently  sound  good,  to  save  my  soul  I  do  not  understand  why 
people  go  to  college.  If  they  are  that  kind  of  people  I  cannot 
understand  why  taxpayers  will  pay  money  to  send  their  children  to 
school,  to  learn  from  this  kind  of  people.  I  would  suggest  that  you 
would  save  a  lot  of  money  if  you  will  keep  your  children  at  home. 
In  order  to  get  better  college  professors  I  suggest  you  pay  more 
money. 

Chairman  Newton  :  If  no  one  else  is  prepared  to  continue  the 
discussion,  I  will  call  this  session  adjourned. 

(Adjournment ) 
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Chairman  Fairciiii.u:  I  would  suggest  that  those  of  you  sitting 
in  the  back  of  the  room  come  forward  and  occupy  the  front  seats. 
It  will  be  more  agreeable  for  you  and  far  easier  for  the  speakers. 

The  chairman  is  being  assisted  by  a  very  courteous  staff  of  pre- 
siding officers  at  this  session,  and  it  is  a  pleasure  to  me,  and  a 
pleasure  which  I  know  you  will  appreciate,  to  have  our  conference 
presided  over  this  evening  by  R.  C.  Norman,  the  distinguished  tax 
commissioner  of  Georgia.  It  gives  me  great  pleasure  to  present 
Mr.  Xorman  and  to  turn  over  the  further  conduct  of  this  session 
to  him. 

R.  C.  XoRMAX,  presiding. 

Chairman  Normax  :  The  first  paper  on  the  program  is  the 
report  of  the  committee  of  the  National  Tax  Association  on  the 
Taxation  of  Motor  Vehicle  Transportation.  I  take  pleasure  in 
recognizing  Professor  James  W.  Martin  of  the  University  of  Ken- 
tucky, chairman  of  the  Committee. 

Professor  James  W.  Marti.x  (Kentucky):  i\Ir.  Chairman:  Be- 
fore presenting  the  report  of  the  committee  on  motor  taxation  and 
related  taxes  let  me  make  two  preliminary  observations. 

In  the  first  place,  the  indebtedness  of  the  committee  to  two  or 
three  gentlemen  is  greater  than  is  suggested  in  footnote  acknowl- 
edgments. The  first  is  Mr.  Warner  Tufts  of  the  National  Associa- 
tion of  ^Nlotor  Bus  Operators,  who  has  been  exceedingly  generous 
in  assisting  the  committee  both  by  providing  materials  otherwise 
inaccessible  and  by  thoughtful  comments  in  correspondence.  The 
second  is  Professor  C.  H.  Sandage  of  Miami  University,  with  whom 
your  chairman  has  been  in  continual  contact  for  several  months. 
Mr.  Sandage  has  been  generous  enough  to  give  unsparingly  of  his 
time  and  thought.  Others  wlio  have  offered  suggestions  or  pro- 
vided materials  include  Messrs.  W.  B.  Belknap,  former  chairman 
of  the  Inheritance  Tax  Committee;  M.  M.  Daugherty  of  the  Uni- 
versity of  Delaware:  J.  C.  Jones  and  Edgar  Z.  Palmer  of  the 
University  of  Kentucky;  R.  W.  Keenon  of  the  Consolidated  Coach 
Corporation.  Lexington.  Kentuckv;  Edward  F.  Loomis  of  the 
(134) 
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National  Automobile  Chamber  of  Commerce;  Charles  F.  Marvin 
of  the  United  States  Bureau  of  Standards;  Frank  Orr  of  the  Sin- 
clair Companies;  William  H.  Stauffer  of  the  Virginia  Stale  Cor- 
poration Commission;  and  the  American  Road  Builders  Associa- 
tion, American  Association  of  State  Highway  Officials,  Highway 
Research  Board,  Bureau  of  Public  Roads,  and  Motor  Vehicle  Con- 
ference Committee. 

In  the  second  place,  in  order  to  absolve  other  members  of  the 
committee  from  responsibility  for  errors  of  computation  and  inter- 
pretations of  statistics,  it  ought  to  be  admitted  that  the  investiga- 
tions reported  here  were  prosecuted  by  the  chairman  and  that  other 
members  of  the  committee  are  jointly  responsible  only  for  recom- 
mendations as  to  policy. 

REPORT  OF  THE  COMMITTEE  OF  THE  NATIONAL  TAN 

ASSOCIATION  ON  TANATION  OF  MOTOR 

VEHICLE  TRANSPORTATION 

J.-\MI-:S   W.   MARTIN,   CH.\IRM.\X 

Director  of  the   Bureau  of   Business   Researcli, 
I'niversity  of  Kentucky 

I.    IXTRODUCTIOX 

The  whole  field  of  motor-vehicle  taxation  can  be  conceived  as 
involving  two  aspects.  (1)  Motor  vehicles  are  subjected  to  special 
highway  privilege  imposts.  Concerning  such  taxation,  the  follow- 
ing conclusions  of  earlier  National  Tax  Association  committees^ 
are  accepted:  (a)  Motor  fuel  should  be  taxed  without  discrmiina- 
tion  on  account  of  the  particular  transportation  service  the  vehicle 
in  which  it  is  used  renders,-  and  (b)  a  registration  tax  based  on 
gross  weight  of  vehicle  and  load  and  on  tire  equipment  should  be 
imposed  on  all  classes  of  vehicles  regardless  of  use.^  (2)  The 
motor  vehicle  and  sometimes  the  income  derived  from  its  use  are 

1  The  National  Tax  Association  has  taken  an  acti\e  ])art  in  the  discussion 
of  the  problems  involved  in  motor  taxation.  As  early  as  1924,  a  com- 
mittee of  seven  reported  on  "  The  Problems  of  Highway  Finance  "  {Proceed- 
ings, pp.  411  ff.),  emjihasizing  rural  aspects  and  especially  the  relation 
between  state,  local,  and  federal  government.  Again  in  1928  and  1929  com- 
mittee reports  on  commercial  motor-vehicle  taxation  were  offered  {Proceed- 
ings. 1928,  pp.  182  ff.,  1929,  pp.  468  ff.).  The  present  committee  is  the  first 
called  on  to  deal  specifically  and  generally  with  motor-vehicle  taxation  alone. 
The  terms  of  the  appointment  of  this  committee  contemplate  a  study  of  the 
"  taxation  of  motor  vehicles  and  related  taxes  throughout  the  United  States  " 
(Press  release  from  office  of  President  Fred  R.  Fairchild,  Feb.  5,  1930). 

- "  Problems  of  Highway  Finance,"  op.  cit..  pp.  42S,  429 ;  "  Report," 
op.  cit.,  1929,  p.  468. 

^  "  Problems  of  Highway  Finance,"  op.  cif.,  p.  429. 
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taxed  lor  general  purposes.  Also  the  oj)eration  of  enterprises  such 
as  common-carrier  motor  transport  is  often  subjected  to  a  general 
tax  for  the  privilege  of  carrying  on  the  business.  The  first  form 
of  general  tax  ought  to  be  sharply  differentiated  from  the  second. 
In  the  United  States  the  special  and  the  general  imposts  are  often 
only  vaguely  or  not  at  all  distinguished  in  practice;  but  there  seems 
to  be  a  commendable  tendency  in  recent  legislation  to  draw  the  line 
between  them. 

The  largest  and  most  dithcult  problems  of  motor  ta.xation  arise 
from  the  needs  for  highway  revenue.  Consequently,  to  indicate  the 
])roportions  of  the  road-building  programs — physical  and  financial — 
will  show  the  importance  of  the  most  significant  phase  of  this  in- 
quiry. The  magnitude  of  the  physical  task  is  suggested  by  the  fact 
that,  on  January  1,  1930.  there  were  in  the  United  States  a  little 
more  than  three  million  miles  of  rural  highway,  of  which  only 
about  20  per  cent  had  been  surfaced.  Of  the  20  per  cent,  less  than 
one-fifth  was  paved  with  bituminous  macadam  or  better  material. - 
However,  about  65  per  cent  of  the  state  highway  mileage,  which 
carries  50  to  90  i)er  cent  of  the  total  traffic,  had  been  paved,  though 
only  one-third  of  that  with  bituminous  macadam  or  higher  grade 
surface.  To  express  the  situation  in  terms  of  potential  road  use: 
At  the  end  of  1921  there  were  roughly  twenty-seven  motor  vehicles 
a  mile  of  paved  rural  highway,  while  by  the  end  of  1929  the  number 
had  increased,  in  spite  of  extraordinary  road-building  activity,  to 
about  forty  vehicles  a  mile.  Thus  there  is  a  large  problem  of  new 
construction  before  the  country,  varying  of  course  from  state  to 
state,  and  also,  in  view  of  the  prevalence  of  low-grade  construction 
even  where  the  roads  ha\e  been  paved,  a  need  for  large  sums  of 
maintenance.  It  should  be  emphasized,  however,  that  the  acliieve- 
ments  and  needs  of  the  several  states  differ  widely.^ 

.Speaking  in  financial  terms,  the  highway  program  of  the  country 
at  the  present  time  demands  an  annual  sum  of  more  than  two  bil- 
lion dollars.^  This  figure  includes  the  expenditures  of  cities  as  well 
as  those  of  state,  district,  county  and  township  road-building  agen- 
cies. While  each  of  the  three  classes  of  governmental  units — city, 
state,  and  rural  local — expended  about  equal  sums  in  1927,  there  is 
a  tendency,  as  indicated  in  Table  I,  for  the  state  share  of  rural 
expenditures  to  increase  more  rapidly  than  the  local. 
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TABLE  I 

Trend  ok  Highway  Expenditures  in  Recent  Years 

(In  millions  of  dollars) 

Year  Slate  * 


430 

4O8 

587 

;       600 

668 

643 

765 

659 

800 

;    645 

1922   430  4'JS  34'  '>239 

542  1,729 


1927 668         ,  643  614  1,925 

1928 765         ,  659  ...  2,038'^ 

2,059^ 


'I  Computed  from  Bureau  of  Public  Roads,  "  Total  Disbursements  for  State 
Road  and  Bridgework  under  Supervision  of  State  Highway  Departments," 
by  eliminating  repayments  of  debts. 

''  Compued  from  United  States  Bureau  of  Public  Roads,  "  Local  Road 
and  Bridge  Disbursements,"  by  eliminating  repayment  of  debts. 

'^  Computed  from  United  States  Census  Bureau,  Financial  Statistics  of 
Cities,  1927,  pp.  326,  350  and  358.  It  is  assumed  that  interest  on  street  debt 
is  proportional  to  the  amount  of  city  highway  debt.  (National  Industrial 
Conference  Board,  Cost  of  Government  in  the  United  States,  1927-1928, 
p.  43).  Expenditures  for  incorporated  places  of  less  than  30,000  population 
are  not  shown  for  lack  of  data. 

•1  Assuming  no  change  in  urban  expenditures  since  1927.  (Data  for  192S 
and  1929  have  not  been  published.)  In  fact,  there  have  doubtless  been  in- 
creases. 

II.    Spfxial  Highway  Taxation 

One  of  tlie  most  significant  questions  of  highway  finance  in 
general  and  motor  taxation  in  particular  is :  What  part  of  the  total 
highway  bill  shall  be  paid  by  means  of  special  taxation  of  motorists, 
and  what  part  shall  be  paid  out  of  revenues  derived  from  other 
sources?  Shall  none  of  the  cost  be  assessed  thus  against  road 
users?  Shall  only  the  cost  of  new  construction  be  charged  to 
motorists?  Shall  only  the  bill  for  maintenance  or  that  for  main- 
tenance and  reconstruction  be  charged  to  motorists?  Or  shall  all 
of  the  cost  of  all  highways  be  met  in  this  manner ?°     At  one  time 

•^  For  various  views  on  this  point,  aside  from  those  presented  by  .the 
National  Tax  Association  committees,  see :  American  Association  of  State 
Highway  Officials,  Principles  of  Highway  Administration  and  Finance 
(widely  circulated  pamphlet);  Automotive  Industries  (editorial),  "Opera- 
tors Waste  80  Per  Cent  of  Trucks"  Usefulness,"  June  i",  1926,  p.  1041  ; 
R.  M.  Haig,  "  A  Challenge  to  Accepted  Theories  of  Highway  Finance," 
Engineering  News-Record,  May  11,  1922,  pp.  790-792  (discussed  editorially, 
p.  765)  ;  S.  E.  Bradt,  "  Relation  of  Motor  Vehicle  License  to  Highway 
Construction,"  ibid.,  June  8,  1920,  pp.  73-74;  Roy  D.  Chapin,  "Distribution 
of  Cost  of  Highway  (Construction,"  Highway  Transportation,  Jan.  1923,  pp 
30-32;  Detroit  Automobile  Club,  Suggested  Basis  of  Motor  Vehicle  Taxation 
(pamphlet)  ;  J.  T.  Donaghey,  "  Motor  Vehicles   Finance  Wisconsin,"  Engi- 
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or  anotlicr  i)ioi)onciits  of  each  ot  these  suggestions  have  appeared. 
Once  this  question  is  satisfactorily  answered.,  another  arises:  What 
shall  be  the  form  of  tlie  special  tax  or  taxes  imposed  on  the  motor 
vehicle  operator  or  user  of  the  highways? 

1.    AMOUNT   OF   SPKCIAL    HKJHWAY   COXTRIHUTION 
FROM    MOTOR  VEHICLES 

a.   The  situation  in  gciicnil 

Examination  of  Table  II  discloses  that,  so  far  as  rural  highway 
expenditures  are  concerned,  the  trend  is  in  the  direction  of  using 
special  motor-vehicle  taxation  for  a  larger  and  larger  portion  of  the 
total.  While  the  absolute  amount  of  revenue  derived  from  motor 
\ehicles  has  continually  increased  since  1904  (the  first  year  for 
which  any  comparative  data  are  available),  there  is  less  steadiness 
in  the  percentage  figures  shown,  because  during  the  World  War 
when  more  and  more  motor  vehicles  were  being  used  capital  outlays 
for  highways  were  severely  restricted.  Thus  the  percentage  of  total 
expenditures  represented  by  the  1918  special  tax  revenue  of  only 
about  fifty  million  dollars  was  distinctly  greater  than  that  repre- 
sented by  two  and  a  half  times  as  much  similar  revenue  three  years 
later.  Since  1921,  the  first  year  in  which  the  country  spent  a  billion 
dollars  for  rural  highways,  there  has  been  a  steady  climb  in  aggre- 
gate expenditures  year  by  year  accompanied  by  an  even  more  rapid 
ascent  in  the  figures  for  special  vehicle-tax  revenues,  as  clearly 
indicated  by  the  last  column  of  the  table.  These  data  are  somewiiat 
in  error.  In  the  first  place,  certain  revenues  reported  as  receipts 
from  motor-vehicle  registrations  are  essentially  from  general  taxes, 
since  several  states  have  imposed  the  motor  license  in  lieu  of  the 
property  tax,  levied  on  other  forms  of  tangible  personalty,  thus  in 
effect  substituting  a  part  of  the  registration  for  the  property  tax. 
This  error  amounts  in  recent  years  to  roughly  forty  million  dollars 

nccving  X e7i<s-Rfco'-d ,  April  23,  1925,  p.  O9S  ;  Thomas  P.  Henry,  "  The 
Motorist  Pays — and  Pays,"  Independent,  October  17,  1925,  p]).  437-439; 
A.  R.  Hirst,  "  What  Car  Owners  Should  Pay  for  Road  Building,"  Engineer- 
ing News-Record,  December  13,  1923,  pp.  967-968;  J.  G.  McKay,  Chairman 
of  Committee  Number  6,  "  Report  on  Highway  Finance,"  Proceedings  of 
the'Tlixrd  Annual  Meeting  of  the  Advisory  Board  on  Highway  Research, 
National  Research  Council,  1924,  pp.  111-124;  Motor  Vehicle  Conference 
Committee,  Special  Taxation  for  Motor  Vehicles,  1923,  pp.  2-5,  and  ibid., 
1030,  pp.  5-7;  Rail-way  Age  (editorial),  "Who  Builds  the  Highways,"  Dec. 
<),  1922,  p.  1082 ;  Jacob  Viner,  "  Investigation  of  Urban  Aspects  of  the 
Highway  Finance  Problem,"  Proceedings  of  the  Fifth  Annual  Meeting  of 
the  Uighivay  Research  Board,  National  Research  Council,  1925,  pp.  206- 
23S  ;  John  N.  Willys,  Highway  Finance,  National  Automobile  Chamber  of 
Commerce;  and  T.  A.  Zangerle.  "Taxation  and  the  .'Automobile:  Why  Tax 
llie  Motorist  for"Roa<ls  when  Real  i:state  Derives  the  Createst  Benefit?". 
Ohio  Motorist.   November.    1026.   p)i.   20.  30. 
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in  the  registration-tax  statistics.'  Another  source  of  error  tending 
toward  an  overstatement  of  the  special  motor-registration  receipts 
is  found  in  the  fact  that  certain  general  public  utility  taxes  on 
common-carrier  busses  and  trucks  are  reported  along  with  the  regis- 
tration tax  receipts.  'J'he  amount  of  this  general  tax  element  is 
unknown.  However,  though  these  two  considerations  are  impor- 
tant, they  do  not  invalidate  the  conclusion  from  analysis  of  Table  II 
to  the  effect  that  there  is  a  trend  toward  charging  a  larger  and 
larger  percentage  of  the  total  rural  motor  road  costs  to  motor 
vehicle  operators.  If  the  total  error  due  to  these  two  factors  aggre- 
gated twenty  million  dollars  in  1921,  fifty  million  in  1926,  and 
seventy  million  in  1929,  for  example,  the  percentages  of  total  high- 
way expenditures  raised  by  means  of  special  motor-vehicle  taxes 
would  have  amounted  to  10.8  per  cent,  35.9  per  cent,  and  49.1  per 
cent,  respectively.  As  a  matter  of  fact,  the  change  in  the  size  of 
the  error  has  probably  been  less  than  the  difference  between  twenty 
and  seventy  million :  thus  the  increase  in  the  percentage  has  actually 
been  greater  than  this  hypothetical  illustration  would  imply. 

Moreover,  the  two  sources  of  error  tending  to  make  the  data  in 
Table  II  overstate  the  actual  percentage  of  the  total  highway  ex- 
penditures constituted  by  special  motor  revenues  are  at  least  partly 
offset  by  the  fact  that  these  include  only  state  revenues.  As  a 
matter  of  fact,  a  considerable  amount  of  money  is  raised  by  means 
of  county  and  municipal  motor  registration  and  gasoline  taxes. 
While  there  are  no  adequate  statistics  of  local  gasoline  tax  collec- 
tions, it  has  been  carefully  estimated  that  the  total  registration  taxes 
imposed  by  cities  aggregate  approximately  twenty-seven  million  dol- 
lars.^ Since  gasoline  taxes  are  imposed  by  a  number  of  cities  and 
perhaps  a  few  counties,  it  is  unlikely  that  the  total  bill  for  local 
taxes  on  gasoline  and  the  registration  of  motor  cars  is  under  thirty 
million  dollars.^     It  may  be  considerably  above  this  figure. 

If  it  were  possible  to  make  accurate  adjustments  on  account  of 
these  several  sources  of  error  in  the  data  presented  in  Table  II.  the 
general  tendency  would  still  be  present:  (a)  Highway  expenditures 
have  shown  a  continuous  increase  since  1904.  and  a  most  extra- 
ordinary growth  since  the  close  of  the  World  War;    (b)   revenues 

'  Kstimate  basr.l  on  an  iinpLil.Iishe.I  study  by  ihc  chairman  of  the  com- 
mittee. 

8  Computed  from  data  given  in  Martin,  "  XeRlected  Aspects  of  the  Taxa- 
tion of  Commercial  Afotor  TransjMirtation,"  Proceedings.  1929,  p.  517.  The 
National  Automobile  Chamber  of  Commerce  estimates  total  municipal  taxes 
(presumably  Iwth  registration  and  gas  taxes)  at  twenty  million  dollars.  See 
Special  Taxation  jor  Motor  Vehicles,  1930,  p.  3. 

^  The  general  business  taxes  imposed  on  common  carriers  have  been  elimi- 
nated so  far  as  possible  from  the  estimate  given.  .\  modicum  of  revenue 
from  that  source  still  remains,  however,  in  the  figure  estimated. 
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from  special  motor  taxes  have  shown  an  even  more  rapid  growth; 
so  that  (c)  the  percentage  of  the  total  expenditure  paid  from  special 
motor  revenues  is  greater  from  year  to  year. 

1).    Special  taxation  in  particular  states 

While  Table  II  shows  that,  in  1929,  the  country  as  a  whole  de- 
rived about  54  per  cent  of  its  total  rural  highway  expenditures 
from  special  motor-tax  revenues,  Table  III  indicates  frequent  varia- 
tions from  the  general  situation.  For  example,  Georgia  secured 
86.3  per  cent  of  her  money  for  rural  roads  from  special  motor 
taxes;  Nevada'"  derived  from  this  source  only  28.9  per  cent  and 
\'ermont  30.3. 

These  variations  in  the  percentage  of  the  total  rural  highway  ex- 
penditures, which  the  various  states  raise  from  motor-vehicle  taxes, 
arise  from  the  various  policies  pursued  by  the  legislatures  of  the 
several  states  as  to  the  different  types  of  taxes  which  they  use,  the 
amount  of  highways  to  be  constructed  and  maintained,  the  division 
of  the  function  of  highway  construction  and  maintenance  between 
the  state  and  the  local  units,  and  the  use  of  state  grants.  This  is 
self-evident,  but  can  we  find  any  factors  which  help  determine 
these  variations  in  legislative  policy? 

One  explanation  sometimes  offered  for  the  wide  differences  is 
that  poor  states,  unable  to  secure  more  revenue  from  general 
sources,  follow  the  practice  of  collecting  an  abnormally  large  per- 
centage of  highway  expenditures  from  road  users.  It  will  be  ob- 
served, however,  that  the  table  indicates  that  Mississippi  and  Ala- 
bama, the  two  poorest  states  in  the  Union, ^'  derive  considerably 
less  than  the  country's  average  of  total  rural  highway  expenditures 
for  special  motor  taxes ;  though  Georgia,  another  poor  state,  derives 
the  largest  percentage  from  such  taxes  of  any  commonwealth. 
Moreover,  Nevada,  the  richest  state,  secures  the  least  percentage 
of  her  highway  expenditures  from  special  motor  taxes,  though 
Oregon  and  California,  two  other  very  wealthy  states,  derive  a  rela- 
tively high  percentage  of  their  highw-ay  income  from  motorists. '- 
A  careful  comparison  of  the  data  in  Table  III  with  information  as 
to  the  distribution  of  wealth  by  states  reveals  that  there  is  no  rela- 

I'J  It  is  important  to  note  th.it  Nevada  and  other  public-land  states  enjoy 
special  privileges  under  the  terms  of  the  Federal  Highway  Act  of  Novem- 
ber 9,  1921.  That  is,  the  ratio  of  state  contribution  to  the  joint  state-federal 
fund  decreases  as  the  percentage  of  public  land  within  the  state  increases. 
It  is  important  to  keep  this  fact  in  mind  in  interpreting  data  given  in 
the  text. 

11  Bureau  of  the  Census,  Wealth,  Public  Debt,  and  Taxation:  1922:  Esti- 
mated National  Wealth,  Table  8. 

12  It  is  to  be  noted  that  Oregon  is  one  of  the  states  which  exempts  motors 
from  property  taxation,  though  taxing  other  classes  of  tangible  personalty. 
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tion  between  the  wealth  or  poverty  of  a  state  and  the  proportion 
of  highway  moneys  derived  from  special  motor  taxes. ^' 

A  second  suggestion  is  that  differences  in  per -capita  wealth  per 
mile  of  rural  highway  may  be  a  determining  factor.  It  is  con- 
ceivable that  if  a  state  has  comparatively  little  wealth  per  unit  of 
population  in  comparison  with  its  needs  for  highway  revenues  its 
general  taxable  capacity  will  be  limited  to  the  extent  that  it  will 
resort  to  unusually  high  motor-tax  rates.  A  careful  check  based 
on  the  per-capita  wealth  figures  of  the  1922  census  and  the  1929 
data  for  rural  highway  mileage  indicates,  however,  that  there  is  no 
relation  between  per-capita  wealth  per  mile  of  highway  and  the 
ratio  of  special  motor  revenues  to  rural  road  expenditures.^ ' 

A  third  suggestion  is  that  states  having  a  small  number  of  motor 
vehicles  in  comparison  with  mileage  of  rural  roads  can  derive  only 
a  limited  percentage  of  highway  money  from  special  automobile 
taxes.  Table  IV  has  been  constructed  to  test  the  reliability  of  this 
hypothesis.  It  reveals  that,  while  there  seems  to  be  some  slight 
relationship  between  the  number  of  motor  vehicles  per  mile  of  rural 
road  and  the  ratio  of  the  motor-tax  revenues  to  total  rural  highway 
expenditures/^  it  is  practically  negligible.  For  example.  Georgia  has 
only  3.5  motor  vehicles  for  each  mile  of  road,  but  the  state  never- 
theless derives  86.3  per  cent  of  its  total  highway  expenditures  from 
motor  A'ehicle  tax  revenues.  .A.gain.  New  Jersey  can  boast  48.4 
motor  vehicles  for  each  mile  of  rural  highway,  but  she  derives  only 
47.3  per  cent  of  her  total  expenditures  from  special  taxation  of 
motor  vehicles.  .Speaking  generally,  it  appears  that  the  relation 
between  rural  highway  mileage  and  number  of  motors  is  certainly 
not  a  determining  factor,  though  it  may  have  some  significance. 
In  states  which  have  a  relatively  small  mileage  of  rural  highways 
in  proportion  to  motor-vehicle  registration  there  is  doubtless  often 
a  comparatively  large  mileage  of  city  and  village  streets,  but  the 
statistics  are  inadequate  to  justify  more  than  a  rough  guess. 

A  fourth  suggestion  is  that  the  larger  the  expenditures  for  rural 
highways  in  proportion  to  the  state  and  local  total  expenditures 
(other  than  city)  the  larger  the  proportion  of  the  total  the  legisla- 
ture tends  to  impose  on  motorists.  Though  exact  data  are  lacking, 
it  is  possible  from  available  statistics  ^^  to  make  a  rough  check  on 

J-'The  dat.T  have  been  tfstcl  mailuMnaiically.  and  the  coi-fficient  of  corre- 
lation is  found   to  be  practically  zero. 

1*  The  coefficient  of  correlation  is  less  than  .04. 

^5  The  coefficient  of  correlation  is  approximately  .29. 

1"  National  Industrial  Conference  Board,  Cost  of  Government  in  the 
United  States,  ig27-ig2S,  Table  33,  column  3,  less  expenditures  by  cities 
shown  in  Census  Bureau,  Financial  Statistics  of  Cities,  Table  VIII,  column 
I,  an  index  of  total  state  and  local  expenditures  (other  than  municipalities) 
compared  with  Table  III,  supra,  first  column. 
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TABLE  IV 

Rei.aho.n  or  Total  Highway  Mileage  to  Motok  Vehicle  Registkation 

BY  States  Compared  with  Ratio  or  Motor  Tax  Revenues 

TO  Rural  Road  Expenditures,  1929^1 

Number  of  Ratio  oj  Total 

State                Highway         Number  Vehicles  Motor  Tax 

Mileage            of  Motor  a  Mile  oj  Revenues  to 

Vehicles  Highiuay  Rural  Highway 
Expenditures 

Alabama  67-943             285,533  4.2  38.7 

Arizona     22,284              109,013  4.9  51.8 

Arkansas    b8,5o5             233,128  3.4  34.1 

California     76,964           1,974,341  25.7  76.7 

Colorado     (58,974              303,489  4.4  59.S 

Connecticiit    I4,i43             328,063  23.2  74.8 

Delaware    3,777               54,96o  14.6  44.4 

Florida    30,183              345,977  "o  67.2 

Georgia     101,422             358,905  3.5  86.3 

Idaho    39.137             118,074  3-0  47.7 

Illinois    97,287           1,615,088  16.6  43.5 

Indiana     73,66i              866,715  11.8  45.3 

Iowa    103,328              784,450  7.6  35.7 

Kansas    132,244             581,223  4.4  40.5 

Kentucky    61.261              332,848  5.4  61.8 

Louisiana   35,553             280,868  7.9  44.2 

Maine    21,002             184,506  8.8  45.7 

Maryland    14,733              319-873  21.7  63.8 

Massachusetts    ...        18,762              817,704  43.6  63.5 

Michigan    81,015           1-395, 102  17.2  58.6 

Minnesota     110,553             730,399  6.6  45.6 

Mississippi     61,957             250,011  4.0  43.1 

Missouri    105,592              756,680  7.2  41.6 

Montana  67,072              140,387  2.1  48.2 

Nebraska    93,9ii              418,226  4.5  62.5 

Nevada 23.540                3i,9i5  1-4  28.9 

New  Hampshire.  .         12,035              108,880  9.0  46.3 

New  Jersey   17,207             832,332  48.4  47.3 

New  Mexico    ....        47,785                78,374  1.6  44.3 

New  York    80,133          2,263,259  28.2  53.6 

North  Carolina   .  .        71,529              483,602  6.8  50.7 

North  Dakota   ...      106,850              188,046  1.8  41.8 

Ohio    84,553           1,766,614  20.9  66.5 

Oklahoma     120,760              570,791  4.7  72.6 

Oregon    51,646               269,007  5.2  57.1 

•■'  Computed  from  data  reported  by  state  and  local  officials   to   the  bureau 

of  public  roads.     The  last  column  is  taken  from  Table  III. 

10 
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Pennsylvania   ....  yu.Ojb  i,733,2.S3  19.1  67.6 

Rhode  Island    .  .  .  2,682  I34,0()()  50.0  67.1 

South  Carolina    .  .  57,6/8  231,274  4.0  39.1 

South  Dakota   ...  120,275  204,199  1.7  51.9 

Tennessee    67,635  362,431  5.4  35. (> 

Texas     ■.  .  .  .  187,870  1,348,107  7.2  75.4 

Utah    23,424  112,661  4.8  52.7 

Vermont   15,042  03,030  6.2  30.3 

Virginia    59,698  3^7,205  6.5  72.3 

Washington     43.9-22  442,341  lo.i  02.1 

West  Virginia   .    .        34,799  268,888  7.7  33.6 

Wisconsin     81,415  793,502  9.7  40.3 

Wyoming    41,158  60,680  1.3  46.6 

United   States    ...3.024,233  26,501.443  8..S  53.9 

ihi.s  hypothesis.  It  seems  apparent  that  this  is  tlie  case,  though  the 
evidence  is  not  conclusive  when  states  in  all  sections  are  compared. 
It  is  probable  that  the  tendency  to  impose  a  large  share  of  the  total 
on  motorists  where  the  highway  program  is  comparatively  exten- 
sive results  from  efforts  of  real-estate  owners  to  keep  down  ever- 
increasing  tax  burdens  to  which  they  are  subjected. 

A  fifth  suggestion  is  that  the  percentage  of  the  highway  expen- 
ditures paid  by  the  motorist  tends  to  be  relatively  small  in  states 
where  the  rates  of  the  gasoline  tax  and  motor-vehicles  tax  arc  both 
relatively  low.  This  seems  to  he  generally  true  though  the  correla- 
tion is  by  no  means  perfect. 

•  A  sixth  suggestion  is  that  the  percentage  of  the  expenditures  for 
rural  highways  which  the  legislature  collects  from  motorists  is  less 
where  motor  vehicles  are  exempted  from  property  taxation.  In 
several  states  the  registration  tax  is  imposed  in  lieu  of  the  property 
tax  levied  on  other  forms  of  tangible  personalty  as  well  as  for  the 
purpose  of  raising  special  liiglnvay  revenue.  These  states'  income 
from  the  motor  registration  taxes,  therefore,  logically  contains  two 
elements:  (a)  revenue  for  general  purposes  in  lieu  of  that  which 
the  property  tax  would  yield  if  irnposed.  and  (b)  the  remainder 
which  is  justified  by  the  fact  that  the  state  provides  the  highway 
and  is  entitled  to  special  revenues  from  those  who  use  it.  The 
former,  which  may  be  designated  the  "  general  tax  element  "  in  the 
registration  tax  and  which  represents  simply  a  special  method  of 
collecting  the  property  tax.  may  or  may  not  be  appropriated  for 
highways;  the  latter  is  essentially  '"special  highway  revenue.'" 

Statistical  analysis  reveals^"  that,  if  the  "general  tax  element" 
be  subtracted  from  the  revenues  collected  by  the  states  exempting 
motor  vehicles  from  taxation,  the  ''  special  highway  revenue  "  is 
reduced  to  an  amount  materially  below  the  general  average  for  the 
other  states.     Indeed  in  several  of  the  dozen  states  which   follow 

1'  Unpublished  study  by  the  chairman  of  the  committee  based  on  statistics 
for  1927. 
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this  practice  the  special  highway  tax  is  almost  eliminated.  General- 
izing, it  may  be  said  that  if  the  registration  license  is  in  lieu  of  the 
property  tax  imposed  on  other  tangibles,  the  special  highway  tax  is 
ordinarily  materially  reduced,  even  though  in  form  the  license  is  as 
high  or  higher  than  in  other  states. 

The  most  important  factor  in  determining  whether  or  not  the 
legislature  of  a  given  state  will  impose  high  gasoline  and  motor- 
vehicle  registration  taxes  is  the  attitude  and  political  strength  of 
various  groups.  For  example,  how  do  the  automobile  clubs  react  to 
such  taxes  and  how  much  influence  do  they  have  with  the  legis- 
lature? How  strong  are  the  farm  interest  and  the  real  estate 
boards?  What  is  the  attitude  of  the  merchants  and  manufacturers? 
assuming  a  certain  amount  of  money  necessary  to  provide  for  the 
highways,  the  more  the  motorists  are  called  upon  to  pay,  the  less 
will  it  be  necessary  that  other  groups  pay  and  vice  versa.  In  the 
last  analysis,  motor-tax  laws  are  frequently,  if  not  generally,  passed 
not  according  to  their  merits  but  according  to  the  relative  political 
strength  of  conflicting  interests. 

c.   Special  benefit  revenues  in  cities 
It  is  impossible  from  statistics  available  to  determine  the  percent- 
age of  municipal  highway  expenditures  that  is  raised  by  means  of 

TABLE  V 

Revenues  Derived  dy  Cities  of  30,000  PoruLATiox  a^d  Ovek  vrom 

Special  Assessments  and  Receipts  from  Highway  Privileges 

Compared  with  City  Highway  Expenditures  ^ 


(In  thousands  of  dollars) 


1917., 
1922. 


1925. 
1926. 
1927 


Revenues 

from 

Special 

Assessments 


83,196 

103, '35 
122,273 
147,780- 
184,347 
204,902 
227,513 


Revenues  j 

from        ]       Total 
Highway 
Privileges  \ 


14,038 
18,250 
2h,-00 
22,458 
23,423 
24,047 
25.792 


97,234 
121,38s 
•48,973 
170,238 
207,770 
228,949 
253.305 


City 

Highway 

Expenditures 


174,887 
299,048 
323,606 
374,442 
450,712 
483,947 
552,161 


Ratio  of 

Special  Benefit 

Revenues  to 

Highway 
Expenditures 


55-6% 

40.6 

46.0 

45-5 
46.1 

47-3 
45-9 


'^  Based  on  the  Census  Bureau's  annual  Financial  Statistics  of  Cities. 
Only  the  two  classes  of  special  highway  revenues  shown  by  the  Census 
Bureau  (in  recent  years  in  Tables  7  and  9)  are  presented  here,  and  only 
the  general  expenditures  for  highways  added  to  the  amount  expended  in 
outlays  (shown  recently  in  Tables  12  and  17)  are  included.  The  most  im- 
portant item  not  included  is  the  amount  paid  out  for  interest  on  loans  for 
streets. 
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Special  taxes,  or  other  charges  levied  against  street  users.  How- 
ever, Table  V  shows  the  revenues  derived  from  two  of  the  most 
important  of  these  sources  for  a  number  of  years.  Total  revenues 
from  special  assessments  include  an  uncertain  amount  derived  on 
account  of  improvements  other  than  streets,  but  the  bulk  is  from 
highway  assessments.  Statistics  of  revenues  from  special  taxation 
of  motor  vehicles  are  omitted  for  lack  of  data.^^  It  is  clear  from 
Table  VI,  however,  that  the  recent  trend  of  the  ratio  of  municipal 
special-benefit  revenue  to  city  street  expenditures,  as  shown  in 
Table  V,  would  probably  have  been  little  altered  had  it  been  possible 
to  include  statistics  or  local  motor-tax  revenues,  since  the  increase 
in  municipal  motor-tax  receipts  appears  to  have  been  at  approxi- 
mately the  same  rate  as  growth  in  city  street  expenditures.  Gener- 
ally, therefore,  it  is  obvious  that  the  percentage  of  urban  highway 
cxi)enditures  derived  from  special  benefit  revenues  has  not  varied 
widely  over  the  six-year  period  1922-1927.^^ 

d.  Rcco)iniiciifiafiotis 

Your  committee  approves  the  tendency  to  increase  the  proportion 
of  revenue  from  special  motor  taxes  to  meet  the  highway  expendi- 
tures of  the  country  and  suggests  that  the  growth  in  such  revenues 
should  continue  until  all  the  burden  of  highway  financing  which 
would  not  have  been  incurred  in  the  absence  of  the  motor  vehicle 
and  which  is  not  more  equitably  and  conveniently  -°  imposed  on 
other  beneficiaries  is  borne  by  motor  vehicle  owners.  It  believes 
that  beyond  this  it  is  unwise  to  impose  special  taxes  on  motorists. 

This  general  recommendation  requires  some  explanation.  In  the 
first  place,  other  highway  users  from  whom  special  benefit  revenues 
may  be  collected  include  numerous  sorts  of  public  utilities,  such  as 
street  railway,  water,  telephone,  telegraph,  heat,  and  refrigerator 
companies,  which  contribute  revenue  to  cities  through  special  pay- 
ments for  the  privilege  of  using  the  streets  for  pipes,  wires,  etc. 
As  indicated  by  Table  V,  the  total  revenue  derived  from  this  source 

18  See  p.  147,  supra. 

13  It  must  be  emphasized  that  Table  V  is  of  considerable  significance  only 
to  the  extent  that  it  indicates  changes  over  a  period  of  years.  The  ratios 
shown  are  probably  higher  than  they  would  be  if  complete  data  were  in- 
cluded, since  interest  on  highway  debt,  which  is  omitted,  is  a  large  item. 

-0  The  measure  of  "  equitable  and  convenient "  may  require  explanation. 
Payments  by  utilities  using  streets  for  tracks,  wires,  pipes,  etc.,  are  in  the 
nature  of  a  price  for  a  particular  service  and  should  be  sharply  distin- 
guished from  general  business  taxes  imposed  on  bus,  truck  and  street-railway 
companies.  It  is  conceived  that,  in  view  of  the  motor-tax  burden  which 
vehicle  operators  bear,  special  assessments  are  more  "  equitable  and  con- 
venient "  to  the  extent  that  they  can  be  imposed  to  meet  the  expense  of 
highway  construction  or  reconstruction  without  serious  danger  of  impairing 
land  values,  and  without  undue  administrative  cost. 
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throughout  the  country  is  little  in  excess  of  twenty-tive  million 
dollars,  but  it  shows  some  tendency  to  increase  from  year  to  year.-^ 

In  the  second  place,  something  should  be  said  concerning  the 
collection  of  revenues  from  those  who  enjoy  indirect  benefits  from 
highway  construction.  It  is  obvious  that  the  direct  beneficiary  of 
the  road  or  street  is  the  user,  whether  motorist  or  pedestrian;  but 
experience  teaches  that  highway  improvement  nearby  may  enhance 
the  value  of  real  property  by  increasing  its  accessibility  to  direct 
beneficiaries.  This  fact  gives  rise  to  special  assessments  -"-  for 
highway  construction  or  improvement.  In  and  near  cities  it  is 
often  possible  to  assess  all  the  cost  of  a  construction  project  against 
abutting  or  other  neighboring  real  property  without  impairing  land 
values.  Sometimes  only  a  part  of  the  cost  can  be  thus  recouped. 
In  purely  rural  communities,  according  to  surveys  made  by  the 
bureau  of  public  roads,  it  is  ordinarily  not  a  very  commendable 
method  of  financing  motor  highways  for  three  reasons:  (a)  The 
enhancement  of  values  is  so  diffused  that  it  is  difficult  to  assess;  (b) 
the  construction  of  an  expensive  primary  road  ordinarily  increases 
the  value  of  nearby  property  no  more  than  the  construction  of  a 
cheaper  farm-to-market  highway;  and  (c)  in  many  instances  build- 
ing a  main  highway  through  a  rural  section  has  the  effect  of 
actually  injuring  contiguous  farm  property  on  account  of  the  traffic 
danger  to  livestock,  the  petty  thievery  engendered,  the  dust  nuisance, 
and  the  crowding  of  wagons  from  the  roads  by  the  motor  cars.-^ 
Thus,  it  may  be  said  that  in  rural  sections  special  assessments  may 
rarely  be  wisely  used  in  financing  motor  highways,  but  in  urban 
and  suburban  communities  it  is  a  method  of  financing  which,  when 
carefully  applied,  is  often  more  equitable  and  convenient — and  gen- 
erally more  usual — than  taxation  of  the  direct  beneficiaries,  especi- 
ally motorist.  .Moreover,  special  assessments  may  often  properly  be 
used  for  financing  those  parts  of  tlie  liighway  such  as  sidewalks 
and  curbs,  which  do  not  result  ])riniari]y  from  requirements  of  the 
motorist. 

This  suggestion  obviously  involves  classifying  highways  as  local 
roads,    rural   motor   highways.    ;ind    url)an    and    sul)urban    streets.-' 

21  See  Financial  Stallsiics  of  Cities.  1927,  ]).  46. 

--  Also  variously  called  betterment  taxes,  special  benefit  taxes,  etc. 

23  The  investijjations  of  the  bureau  of  public  roads  in  Iowa  and  Wis- 
consin, thouKli  incomplete,  tend  to  confirm  these  arguments.  Cf.  Hou.se  of 
Representatives,  Seventieth  Congress,  First  Session,  E-.'idenee  before  Coin- 
mittec  on  Roads  on  General  Authorization  Bills  and  Proposed  Amendments 
to  Federal  lligh'Miy  Act,  1928,  Part  I.  In  .\rkansas,  Kansas  and  Ohio  the 
former  practice  of  assessments  against  abutting  property  has  been  aban- 
doned or  curtailed. 

-*"  Problems  of  Highway  Finance,"  op.  eit.,  p.  421;  Report  of  the  Tax 
Commission  of  North  Carolina,  IQ28,  pp.  12,  13;  "  Report  of  the  Committee 
on  Finance,"  County  Officials  Division,  American  Road  Builders'  .Associa- 
tion, CoH-eeiition  I'n>i  eedinps.   ig,^o,  pp.  556-560. 


TAXATION  OF  MOTOR  VEHICLE  TRA.XSl'OKTATIOX       151 

At  the  present  time,  however,  statistics  of  rural  highway  expendi- 
tures are  reported  on  the  basis  of  whether  or  not  supervised  by  the 
state  road  department  and  so  have  little  significance  for  our  \)uv- 
pose.  So  far  as  such  classification  does  have  any  meaning,  Table 
III  indicates  that  on  the  average  special  taxation  of  motorists  does  . 
not  produce  sufficient  revenue  to  pay  the  annual  expenditures  for 
state  highways  and  that  nothing  is  provided  toward  the  city  street 
budget  except  in  so  far  as  municipal  income  is  derived  from  local 
registration  and  gasoline  taxes.  However,  some  states  like  Cali- 
fornia, Florida,  Georgia,  Nebraska  and  Ohio  are  collecting  by 
means  of  special  motor  taxes  decidedly  more  than  the  amount  spent 
on  state  highways.  In  some  states  this  results  no  doubt  from  the 
fact  that  the  state  road  program  as  compared  with  the  local  is  less 
extensive  than  the  suggested  classification  principle  would  require ; 
but  other  states  are  actually  taxing  motorists  at  rates  sufficient  to 
pay  the  costs  of  primary  roads  and  part  of  the  expense  incurred  in 
connection  with  city  streets.-^ 

One  qualification  in  this  general  statement  is  necessary.  The 
term  aiimuil  cost  of  highzvays  is  not  synonymous  with  annual  ex- 
penditure for  highways.  Annual  cost  of  highways  is  the  sum  of 
the  maintenance  expense,  interest  on  the  investment,  and  deprecia- 
tion and  obsolescence,  including  in  each  case  a  proper  assignment 
for  overhead.  If,  for  example,  a  state  has  an  investment  on  motor 
highways  of  $50,000,000,  depreciating  (including  obsolescence)  at 
$10,000,000  a  year  when  the  interest  rate  is  4  per  cent,  the  total 
annual  cost  of  such  roads  and  streets  is  $10,000,000  (depreciation) 
plus  $2,000,000  (interest)  plus  maintenance  of,  say,  $8,000,000.  The 
total  is  $20,000,000,  though,  owing  to  the  fact  that  new  construction 
is  being  prosecuted  with  extraordinary  rapidity,  the  amount  spent 
on  these  highways  during  the  year  totals  $25,000,000.  Thus  the 
cost  may  be  less  than  the  annual  expenditures;  in  much  of  the 
country,  due  to  the  heavy  outlay  for  new  construction,  there  is 
reason  to  believe  that  it  is  less  for  the  time  being,  so  far  at  least 
as  state  and  city  highw^ays  are  concerned.  Consequently,  if  proper 
adjustments  were  made  on  account  of  this  discrepancy,  it  might  ])e 
shown  that  the  motor  users  are  already  paying  an  amount  equal  to 
the  annual  cost  of  rural  motor  highways  and  a  certain  part  of  the 
expense  for  streets. 

The  committee's  recommendation  does  not  contemplate  any  radi- 
cal revision  of  the  motor  registration  and  gasoline  tax  rates  now 

25  It  is  to  be  emphasized  that  the  committee  is  thinking  in  terms  of 
amounts,  not  in  terms  of  specific  assignment  of  revenues.  It  adheres  to  the 
opinion  of  the  1924  committee  ("  Problems  of  Highway  Finance,"  op.  cit., 
pp.  430,  431)  that  rigid  fund  segregation  for  highway  purposes  is  not  neces- 
sarily desirable,  provided  budgetary  provision  for  highways  is  pro]iortionate 
to  special  highway-tax  revenues  collected. 
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tai;li-:  \  ii 

Revences  I'EK  Motok  Dekueii  FKini  Speciai.  Taxes,  1929  " 

Gas  Tax  (Gasoline  Registration       Total  Special 

Rate  at  Tax  per  'Jax  i)er  Tax  per 

End  of  Year      Motor  \ehicle    Motor  X'ehicle    Motor  Vehicle 

Alabama    4  ^24-H  $i3-07                 $37-9i 

Arizona    4  ^3-4')  f>-^7  30-3^^ 

Arkansas    5  iS.d;  18.08  4^.73 

California 3  17-32  5-3'^  22.68 

Colorado    4  17.^-'  ^'-oft  23.28 

Connecticut     2  12.34  24.37  36.71 

Delaware     3  '7-02  20.42  37-44 

Dist.  of  Columbia.  .  2                           9.52  4.41  13.94 

Florida     b  3.3-27  17.31  32.78 

Georgia    h  28.4S  12.72  41.20 

Idaho 4  ib.4Q  13-14  .^'-'^3 

Illinois 3                            7.22  10.3S  17.80 

Indiana    4  18.00  7.21  25.21 

Iowa 3  1 1-03  i6.()i  28.33 

Kansas     3  14.0(1  9.81  23  87 

Kentucky     3  23.23  16.16  39-41 

Louisiana    4  24.84  1(1.10  40.94 

Maine 4  20.03  i6-3<*^  3''-43 

Maryland     4  19. 68  10.30  29.C)8 

Massachusetts     ....  2  11.93  ^■7'-^  20.63 

Michigan     3  13. 28  16.64  31-92 

Minnesota     3  12.18  14.86  26.96 

Mississippi    3  28.18  1 1.83  40.03 

Missouri     2  10.13  12.82  22.97 

Montana    3  26.91  11.06  37-97 

Nebraska 4  iS.(i6  12.6S  31.34 

Nevada    .  4  22.28  9.2S  31-36 

New  Hampshire  ..  .  4  21.40  20.62  42.02 

New  Jersey 2  11.97  17.91  29.88 

New  Mexico 3  20.1;  9.71  :t8.86 

New  York 2                             8.62  i6.()3  23.33 

North   Carolina    ...  3  23.8(1  14.36  40.42 

North  Dakota    3  13.83  10.3S  26.4^ 

Ohio     4  23.94  7.2S  33.22 

Oklahoma    4  20.7c)  12.20  32.99 

Oregon 3  22.2(1  2S.42  30.6S 

Pennsylvania     ....  4  20.71  16.8S  37-39 

Rhode  Island    2  11.62  17-94  29.36 

South  Carolina    6  29.8^  12.01  41. 86 

South  Dakota     ....  4  22.94  i3-4^  ^v^- W 

Tennessee     3  23.67  i"i.83  37.32 

'I'exas    4  17.21  i;.i;  >2.^6 

Utah 31/,  1 7.3 1  7.42  24.93 

Vermont    4  18.32  23.16  43.4S 

Virginia     3  27.21  13.88  43.09 

Washington     3  14.62  17.07  31.69 

West  Virginia    ....  4  1S.86  16. ()7  33.S3 

Wi.sconsin    2                            ().i).)  14.84  24. S3 

Wyoming 4  21.23  10.61  31.86 

I'nited  States i(>.28  I3-13  20.41 

='  Computed    from    <l:ila    reportr.l    u.    ihc    bureau    of    public    n.a.ls    bv    stale 
officials.      /'„!>/„■  /v'.^7</.v.  April    1930,  pp.  36-30. 
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levied,  and  it  certainly  is  not  to  he  interpreted  as  proposing  in- 
creases in  rates  levied  in  those  states  already  imposing  severe 
burdens.  As  indicated  in  Table  VII,  a  number  of  states  impose 
rates  materially  below  the  general  level  for  the  country.  An  upward 
revision  of  these  could  be  made  on  a  moderate  scale  without  hard- 
ship.-" Such  a  change  would  effect  the  national  total  more  than 
would  a  downward  revision  in  those  states  which  now  have  heavy 
rates,  since  the  states  imposing  high  rates  generally  have  compara- 
tively few  vehicles.  Doubtless,  there  should  ultimately  be  down- 
ward revision  in  a  few  states,  but  the  committee  is  of  the  opinion 
that  the  most  extreme  rates  now  levied  may  be  preferable  to  any 
available  alternative  method  of  meeting  the  problem  in  certain 
states. 

The  recommendation  that  all  highway  costs  De  met  by  special 
taxes  on  motor  transportation,  in  so  far  as  they  are  in  excess  of 
those  which  would  have  been  incurred  in  the  absence  of  the  motor 
vehicle  and  are  not  more  equitably  and  conveniently  derived  from 
special  assessments  against  property  owners  who  are  indirect  bene- 
ficiaries, can  be  adopted  by  many  states  at  the  present  time ;  but 
there  are  doubtless  some  in  the  south  and  west  which  will  have  to 
approach  the  ideal  gradually.  To  attempt  to  raise  motor-vehicle  tax 
revenue  sufficient  to  meet  such  highway  cost  at  the  present  time 
might  impose  an  excessive  burden  on  motor  transportation  in  these 
instances.  The  poorer  states  in  which  the  road  program  is  retarded 
may  occasionally  avoid  this  difficulty  by  a  credit  policy  that  will 
enable  them  to  spread  the  costs  over  a  period  of  years.-' 

Finally,  if  the  level  of  special  motor-tax  rates  suggested  be  made 
effective,  the  problem  of  competition  with  other  types  of  transpor- 
tation agencies  will  not  arise  so  far  as  special  highway  taxation  is 
concerned,  since  in  each  case  the  different  means  of  transport  will 
provide  their  own  facilities. 

2.    FORM    OF   SPECIAL   TAXATION  :    GASOLINE   TAX  "^ 

Adoption  of  the  plan  discussed  above  would  imply  acceptance  of 
the  theory  that  special  taxation  constitutes  a  sort  of  rental   for  the 

-'•  Cf.,  for  example,  the  Fi)ial  Report  of  the  California  Tax  Commission, 
p.  103.  Readjustment  to  secure  adequate  graduation,  as  suggested  below, 
could  be  made  to  yield  increased  revenue  without  higher  rates  on  any  but 
vehicles  of  large  size  or  with  solid  tire  equipment. 

-~  The  conditions  under  which  a  bonding  program  is  advisable  have  been 
carefully  and  wisely  analyzed  by  an  earlier  committee.  See  "  Problems  of 
Highway  Finance,"  op.  cit.,  pp.  418,  419.  Generally,  for  reasons  set  forth 
by  the  1924  committee  and  because  of  the  danger  of  uneconomical  spending 
engendered  by  the  ease  with  which  funds  can  be  initially  raised  by  a  credit 
polic}^  the  committee  is  of  the  ojiinion  that  the  presumption  is  against 
borrowing. 

-®  The   committee   has   not   attempted    to    deal    with    certain    specific    motor 
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highways.  It  is  as  though  tlie  state  owned  a  raih-oad  right-of-way 
and  road-bed  and  leased  this  property  to  privately-owned  operating 
companies,  apportioning  the  rental  on  the  basis  of  use  of  the  facili- 
ties, potential  use,  or  both  actual  and  potential  use.  Thus  it  is 
important  to  impose  taxes  so  as  to  distribute  the  rental  fairly  be- 
tween the  twenty  million  or  so  individual  users  of  motor  vehicles — 
and  hence  of  highways. 

Generally  speakmg,  the  jjarticular  taxes  used  for  this  purpose  in 
the  United  States  are  two:  (a)  the  motor  vehicle  registration  tax. 
which  has  been  developed  over  a  period  of  nearly  thirty  years,  and 
(b)  the  motor  fuels  tax,  which  has  been  employed  in  this  country 
for  slightly  more  than  ten  years.  The  former  is  designed  to  take 
particular  account  of  potential  road  use,  as  well  as  to  supplement  the 
motor- fuel  tax  in  measuring  wear  and  tear  on  the  road  used  by  the 
vehicle.--'  It  is  based  on  the  theory  that  the  motor  operator  should 
pay  for  the  road  on  the  basis  of  the  destructiveness  to  the  highway 
which  his  vehicle  will  probably  occasion  or  which  it  is  capable  of 
causing.  It  is  a  payment  to  the  state  for  the  availability  of  the 
highway.  Particularly  in  recent  years,  it  has  come  to  have  some 
importance  because  it  imposes  a  charge  against  the  vehicle  operator 
who  uses  his  car  only  occasionally  but  at  a  time  when  numerous 
others  are  doing  so — and  when  road  space  is  consequently  at  a  pre- 
mium. Charge  for  road  service  at  such  times  would  be  inadequate 
if  imposed  solely  in  proportion  to  actual  use,  since  road  service  is 
more  expensive  at  "  peak-load  "  periods  than  at  other  times. "•'^ 

The  gasoline  tax,  on  the  other  hand,  is  designed  to  apportion  the 
tax  burden  more  particularly  on  the  basis  of  the  amount  a  vehicle 
is  driven.  If  one  car  is  driven  five  thousand  miles  a  year  and 
another  of  the  same  size  and  type  ten  thousand   miles,   tlie   latter 

transportation  revenues,  such  as  driver's  licenses,  municipal  special  taxation, 
and  receipts  from  the  operation  of  toll  bridges ;  nor  has  it  attacked  the 
question  of  how  to  distribute  motor-tax  revenues.  The  first  subject  ought  to 
have  little  fiscal  significance,  since  it  is  specifically  a  policing  measure;  the 
second  and  third  are  rather  highly  specialized  ;  and  the  last  is  not  a  revenue 
problem,  and  so  is  without  the  scope  of  the  committee's  assignment.  Though 
doubtless  within  the  scope  of  the  committee's  purview,  the  question  of 
special  motor  taxes  by  the  federal  government  to  meet  the  expense  of  fed- 
eral aid  to  highways  has  not  been  attacked.  It  might  be  said,  however,  as  a 
supplement  to  discussion  by  the  1924  committee,  that  other  countries  have 
successfully  met  the  situation  by  means  of  a  tax  on  the  importation  or  sale 
of  tires.  Such  imposts  in  the  United  States  could  be  made  to  produce 
sufficient  revenue  to  meet  the  requirements  of  the  jiresent  federal-aid  pro- 
gram. Likewise  it  might  be  suggested  that  the  interstate  question  is  met  in 
part  by  the  gasoline  tax  which,  of  course,  is  jxiid  by  those  from  without  a 
given  state  as  well  as  by  residents. 

-"See  p.  IS7  ff. 

•■'"This  point  has  ht-ni  noted  by  an  earlier  committee  ("Problems  of  Higli- 
way  Finance,"  op.  cit..  p.  429). 
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consumes  approximately  twice  as  much  fuel  as  the  former  and 
consequently  involves  payment  of  a  correspondingly  greater  amount 
of  tax. 

The  gasoline  tax  has  proved  to  be  one  of  the  most  popular,  im- 
portant revenue  measures  used  in  the  country.  As  suggested  by 
Table  II,  it  has  yielded  increasing  revenues  since  its  initiation  in 
1919  until  in  1930  it  will  produce  in  the  neighborhood  of  half  a 
billion  dollars.  In  1919  four  states  passed  fuels-tax  laws  for  the 
first  time;  by  1930  every  state  had  adopted  them.  At  the  beginning 
of  1925  fewer  states  levied  rates  as  high  as  four  cents  a  gallon  than 
now  levy  six  cents.  The  one-cent  rate,  typical  of  the  early  days 
of  gasoline  taxation,  has  completely  disappeared,  and  the  two-cent 
rate  is  becoming  scarce.  On  the  whole,  however,  the  rates  imposed 
in  the  United  States  are  lower  than  in  many  foreign  countries 
which  collect  fuels  taxes. 

Some  explanation  of  the  popularity  of  this  revenue  measure  is 
desirable.  In  the  first  place,  the  collection  of  the  gasoline  tax  is 
comparatively  simple  and  inexpensive.^^  Generally  speaking,  the 
costs  are  well  below  1.0  per  cent  of  the  revenues.  While  the  in- 
crease in  the  tax  rate  results  in  a  decrease  in  the  percentage  cost 
of  collection,  some  states  find  that  the  difficulties  of  administration 
are  increased  as  a  result  of  higher  rates.^-  Generally,  there  is  no 
relation  between  the  rate  and  the  cost  of  collecting  the  tax. 

In  the  second  place,  the  tax  is  paid  in  a  manner  that  is  unobtru- 
sive and  convenient.  This  is  peculiarly  noticeable  in  comparison 
with  the  motor-registration  tax.  which  is  characteristically  paid  in 
one  large  sum  rather  than  through  the  year  as  the  vehicle  is  driven. 
This  advantage  has  been  all  the  more  prominent  because,  on  the 
whole  in  the  past  ten  years,  fuel  prices  were  declining,  so  that  the 
gasoline  tax  has  been  added  without  apparent  increase  in  the  cost 
of  fuel. 

Thirdly,  as  the  revenues  derived  from  fuels  taxes  have  typically 
been  used  on  motor  highways,  the  service  purchased  by  the  motorist 
has  accrued  to  him  in  a  more  obvious  manner  than  is  usually  the 
result  of  payment  of  a  tax.  This  combined  with  the  second  con- 
sideration has  practically  eliminated  opposition  from  those  who  pay 
the  tax. 

In  the  fourth  place,  no  special  interests  have  opposed  the  imposi- 

•^^  The  following  studies  have  made  the  point  clear:  Martin,  "The  Ad- 
ministration of  Gasoline  Taxes  in  the  United  States,"  National  Municipal 
Revicii'  (Supplement),  October,  1924,  pp.  587-600;  Special  Joint  Committee 
on  Taxation  and  Retrenchment,  The  Gasoline  Tax,  New  York  Legislative 
Document  (1926),  Xo.  69;  F.  G.  Crawford,  "The  Administration  of  the 
Gasoline  Tax  in  the  United  States,"  Municipal  Administrative  Serrice  Pub- 
lication, No.  7. 

"-  Correspondence  with  officials  in  charge  of  administration. 
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lion  of  fuels  taxes.  The  motor  industry  has  favored  moderate 
taxation  of  gasoline  because  the  revenues  were  generally  used  for 
highways  and  thus  resulted  in  getting  roadways  constructed  earlier 
than  would  otherwise  have  been  the  case.  The  petroleum  industry 
has  been  divided  in  sentiment  concerning  the  theory  of  incidence 
of  the  tax,  and  consequently  has  not  offered  any  vigorous  oppo- 
sition. Indeed,  even  those  who  believed  that  the  tax  placed  a 
l)urden  on  the  industry  have  not  objected  to  a  moderate  rate  of 
taxation.  Some  have  urged  that  imposition  of  gasoline  taxes,  so 
far  as  it  resulted  in  mure  liigliway  building,  was  heli)ful  to  the 
petroleum  industry. 

Finally,  the  essential  merits  of  the  tax.  pointed  out  by  earlier 
committees  of  the  National  Tax  Association  and  by  numerous  other 
writers,  have  been  of  significance.  Gasoline  consumption,  the 
measure  of  the  amount  of  tax,  bears  some  relation  to  all  the  most 
important  criteria  of  road  destructiveness :  (a)  amount  the  vehicle 
is  driven,  (b)  speed  at  which  the  car  is  operated,  (c)  weight  of 
the  automobile,  and  (d)  character  of  the  tire  equipment;  and  it 
takes  almost  perfect  account  of  the  first  of  these. 

Although  the  merits  of  the  gasoline  tax  have  often  been  over- 
stated by  enthusiastic  supporters,  the  committee  has  no  hesitancy  in 
commending  it  as  the  best  single  means  of  metering  highway  service 
to  road-users.  Its  merits  depend  primarily  on  the  fact  that  it  is  a 
good  measure  of  the  amount  of  road  use,  and  no  other  .\merican 
method  of  taxation  is.  ft  is  inadequate  as  a  sole  measure  of  speed, 
weight  or  tire  factors. 

3.    FORM    OF   SPICCIAL  'lAX ATIOX  :    .MOTOR   REGISTRATION    TAX 

b'or  reasons  explained  by  the  1924  committee-"  and  again  em- 
])hasi7.ed  by  speakers  at  the  1V2')  National  Tax  Conference.-'"*  the 
committee  is  of  the  opinion  that  each  state  ought  to  impose  a  motor- 
registration  tax  on  all  motor  vehicles  both  for  police  regulation 
and  for  revenue  purposes.  Concerning  the  former  objective,  there 
seems  to  be  no  ditTerence  of  opinion;  respecting  the  latter,  com- 
paratively few  students  have  suggested  abandonment  of  the  license. 
The  committee  believes  that  there  are  two  outstanding  reason.s  for 
retaining  the  registration  tax  for  revenue  purpo.ses :  (a)  The  total 
special  tax  bulxlcn  can  be  more  fairly  distributed  by  means  of  the 
registration  and  gasoline  tax  combined  than  by  the  fuels  tax  alone, 
and  (b)  the  revenue  derived  from  the  registration  tax  in  .some 
commonwealths  is  essential  in  meeting  the  fiscal  needs  of  the  state 
if  ;tn  unduly  high  gasoline  tax  rate  is*  to  i)e  avoided.'-"     The  former 

■■^^^  •■  i>roblem.s  of  Highway  Finiuu;.-,"  op.  cit.,  pp.  4-").  430- 

2*  Proceedings,  pp    485-488. 

•*'  Good   reason   has   recently   been    fouml   for  believinj^   that   hifih   gasoline 
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TABLE  VIII 

Dkvei.opment  oi    .MoTOK  Registration  License  as  Compared  \ 
Gasoline  Tax  Revenues  in  the  United  States  ^ 


Motor  Registration  Tax  Revenues 

Gasoline  Tax  Per 

Year 

(Jross  Amount 
Thousands  0 
Dollars 

in 

f 

Amount  per 
Average  Vehicle 

$6.51 

Average  Vehicle 

iQio      •    • 

8,192 

None 

1918 

5'.477 

8.37 

None 

1919 

64,607 

8.54 

$014 

1920      .    . 

102,546 

II. II 

0.1=; 

1921              .    .    . 

122,470 

II. 71 

0.51 

1922 

152,048 

12.42 

1.04 

192.:; 

188,971 

12.52 

2.97 

1924 

225,492 

12.82 

4-57 

1925      .    . 

260,620 

1307 

7-44 

1926 

288,222 

12  83 

8.52 

'927     ... 

301,061 

13.01 

II. 19 

1928          .         . 

322,630 

13-17 

12.45 

1929     .    . 

347.844 

13  13 

16.28 

"  Computed  from  rejiorts  of  state  officials  to  the  bureau  of  public  roads. 

reasoii  will  be  discussed  in  the  next  section.  The  latter  is  shown 
clearly  in  Table  VIII,  which  indicates  that  the  registration  license 
has  for  many  years  yielded  substantial  revenue,  and  that  over  a 
long  period  of  years  it  has  consistently  though  gradually  increased 
in  effectiveness  as  a  producer  of  income  to  the  state.  Moreover,  as 
a  number  of  agencies  have  stressed,^*'  the  states  which  do  not  im- 
pose a  substantial  registration  tax  interfere  with  the  success  of 
those  which  do.  The  committee  does  not  believe,  however,  that 
states  should  be  expected  to  impose  uniform  registration  taxes,  since 
their  needs  for  revenue  vary  widely. 

In  form,  the  registration  tax  should  be  based  on  the  gross  weight 
of  the  vehicle  and  its  capacity  load.     The  greater  the  gross  weight 


taxes  result  in  lowered  fuel  consumption.  [See  Martin  and  Harris,  "  Effect 
of  Gasoline  Tax  on  the  Consumption  of  Fuel,"  Xatioim!  Petroleum  A^ews 
(forthcoming).]  Thus  there  is  probably  a  problem  of  equalizing  the  inci- 
dental burden  of  the  tax  on  the  motor  and  petroleum  industries.  Cf.  F.  P. 
Rams.iv,  ''A  Contribution  to  the  Theory  of  Taxation,"  Economic  Journal, 
March  1927,  pp.  47-61. 

2S  Cf.,    for    example.    Final    Report    of    the    California    Tax    Commission, 
p.  103. 
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the  higher  the  rate  of  tax  should  he."'  A  heavier  tax  should  be 
imposed  on  vehicles  titted  with  solid  rubber  or  metal  tires  than  on 
those  equipped  with  pneumatic  tires. ^'^  In  states  which  have  well- 
developed  administrative  organizations,  and  especially  those  which 
have  effective  traflic  patrol  systems,  the  cushion-tired  vehicles  should 
be  subjected  to  separate  classification  and  taxed  at  a  rate  higher 
than  that  imposed  on  pneumatic-tired  vehicles  but  lower  than  that 
levied  against  those  with  solid  rubber  tires.  Finally,  the  heavy 
vehicle  fitted  with  six  wheels  on  three  a.xles  should  be  taxed  at  a 
lower  rate  than  one  of  the  same  weight  provided  with  only  four 
wheels  on  two  axles. ^" 

A  study  of  legislation  during  the  past  several  years  indicates  that 
there  is  a  tendency  toward  the  general  plan  recommended.^"  Even 
the  lower  rate  for  the  six-wheel  vehicle  is  provided  in  Texas  and 
Maryland.  Perhaps  the  general  tendency  is  as  well  illustrated  in 
New  Hampshire  as  anywhere.  Tn  that  state,  the  uniform  basis  for 
all  vehicles  is  gross  weight,  and  there  is  both  discrimination  in 
behalf  of  the  vehicle  fitted  with  pneumatic  tires  (though  it  is  in- 
adequate) and  graduation.  It  should  be  noted  too  that  the  dis- 
crimination between  metal  and  solid  rubber  tires  of  $0.20  a  hundred 
pounds  is  altogether  too  little.  The  general  scheme  of  graduation 
in  Texas  is  more  adequate  as  concerns  commercial  vehicles,  but  the 
system  is  complicated  by  the  utilization  of  an  entirely  different  basis 
for  private  passenger  cars.  [Michigan  provides  steep  graduation 
(though  on  the  basis  of  net  rather  than  gross  weight),  but  makes 
the  rate  flat  above  6.000  pounds  net  weight,  the  place  where  gradua- 
tion is  most  needed. 

"■  The  ar>,Himent  has  been  presented  l)y  the  1924  committee,  but  it  will  be 
elaborated  in  the  following  section. 

38  It  has  been  shown  (Martin,  "  Motor  Registration  License,"  op.  cii.,  pp. 
202-204)  that  the  lax  on  vehicles  with  solid  should  be  about  five  times 
that  on  those  with  pneumatic  tires.  If  the  vehicles  with  solid  tires  are  three 
times  as  destructive  as  those  with  pneumatic  and  the  gas  ta.x  very  slightly 
heavier  on  the  former,  only  by  making  tlie  license  five  or  six  times  as  high 
on  those  with  solid  as  on  those  with  pneumatic  tires  can  the  total  tax 
be  made  properly  discriminatory.  The  fee  for  the  vehicle  with  metal  tires 
ought  to  be  about  twice  as  much  as  for  one  with  solid  rubber.  (Cf.  J.  A. 
Buchanan  and  E.  B.  Smith,  "Report  on  Motor  Truck  Impost  Studies," 
Proceedings  of  the  Seventh  Annual  Meeting,  Highway  Research  Board, 
National  Research  Council,  pp.  91-9",  and  studies  cited.) 

39  It  is  probable  that  allowance  should  also  be  made  in  the  case  of  a 
heavy  vehicle  fitted  with  six  tires  even  though  on  only  two  axles,  but  ade- 
cpiate  information  on  that  score  is  not  available.  The  discount  on  account 
of  six  wheels  on  three  axles  should  approximate  40  per  cent  in  the  case  of 
trucks.  Information  respecting  busses  and  trucks  with  six  tires  on  two 
axles  should  soon  be  available  as  a  result  of  experiments  now  in  progress 
under   direction    of    the    bureau    of    jniblic    roads    and    other    cooperatmg   in- 

'0  Martin.  ,^A.  ,//..  ]..   i.)*). 
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For  reasons  which  have  been  explained  elsewhere,  the  committee 
is  of  the  opinion  that  horsepower,  net  weight,  carrying  capacity, 
value  or  any 'index  thereof,  cubic  inches  of  piston  displacement, 
and  chassis  weight  are  each  (or  in  combination)  distinctly  inferior 
to  gross  weight  as  a  measure  of  highway  use.'*'  Consequently,  the 
committee  has  no  hesitancy  in  urging  that  states  should  adopt  gross 
weight  as  the  basis  for  registration  taxes  on  all  vehicles. 

The  committee  recommends  too  that  all  vehicles  should  be  treated 
alike  regardless  of  the  purpose  for  which  they  are  used.  A  nimiber 
of  states  have  attempted  to  tax  commercial  vehicles,  or  some  par- 
ticular kinds  of  commercial  cars,  more  severely  than  other  motors 
on  the  ground  that  (a)  such  vehicles  ought  to  pay  as  part  of  the 
registration  tax  something  additional  for  the  privilege  of  using  the 
highways  as  a  place  of  business  or  (b)  they  are  driven  more  than 
privately  owned  automobiles,  and  consequently  are  more  destructive 
to  the  highways.  As  a  matter  of  fact,  many  vehicles  registered  as 
private  passenger  cars  are  employed  just  as  definitely  for  business 
uses  as  are  commercial  cars.'-  It  appears  that  in  general  about 
half  the  vehicle  miles  of  travel  on  state  roads  by  private  motors  are 
for  business  purposes  except  in  the  distinctly  touring  states,  where 
the  amount  is  more  than  one- fourth.  Thus  there  is  little  justifica- 
tion for  the  franchise  idea  peculiar  to  the  commercial  vehicles. 
There  may  have  been  a  time  when  commercial  vehicles  used  the 
roads  more  constantly  than  did  other  classes ;  but  it  was  not  proved 
by  careful  nivestigation  and  is  probably  not  now  generally  true. 
If  it  were  true,  the  gasoline  tax  is  peculiarly  adapted  to  meeting 
such  a  situation,  and  so  no  longer  leaves  an  excuse  for  imposing  a 
higher  registration  tax  on  commercial  vehicles.  In  fact,  there  is 
more  difference  in  use  as  between  individual  cars  than  there  is 
between  classes  of  vehicles. 

4.    C00RDIN.\TI0N   OF  G.\SOLIXE  .-\ND  REGISTRATION  TAXES 

Were  it  not  for  certain  weaknesses  the  gasoline  tax  alone  would 
serve  to  meet  the  problem  of  special  taxation  of  motor  vehicles. 
This  form  of  impost,  however,  takes  inadequate  account  of  some 
of  the  very  important  factors  of  road  destructiveness. 

Fuel  consumption  reflects  the  speed  at  which  a  car  is  operated 
only  to  the  extent  that  it  is  driven  faster  than  it  was  designed  to 
run,   while  generally  any   increase  in   speed   is  likely  to   result   in 

-ii  Martin,  op.  cit.,  p.  203,  and  especially,  Charles  F.  Marvin,  Jr.,  "  A 
Technical  Basis  for  Apportioning  Motor  Vehicle  Taxes,"  Public  Roads, 
May  1930,  pp.  41-50.  Other  references  to  the  opinions  and  investigations  of 
Mr.  Marvin  are  to  this  same  article. 

*~  Findings  of  the  bureau  of  public  roads  and  state  highway  departments 
in  this  matter  are  analyzed  in  popular  form  in  Martin,  "  Common  Errors  in 
Highway  Economics,"  Ki-a'anis  Magazhie,  October,   1929,  pp.  498-499. 
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greater  wear  and  tear  on  the  roads — at  least  on  certain  types  of 
roads.  For  instance,  the  typical  automobile  passenger  car  does  not 
consume  more  fuel  a  mile  when  running  at  twenty  than  at  thirty- 
five  miles  an  hour,  although,  particularly  on  low-class  roads,  the 
wear  on  the  surface  is  considerably  greater  at  the  former  than  at 
the  latter  rate.  Failure  to  take  account  of  differences  in  the  weights 
of  various  vehicles  is  even  more  clear-cut — and  distinctly  more  im- 
portant ■^•'  —  than  shortcomings  in  reflecting  rates  of  speed.  For 
example,  the  six-ton  truck  may  be  three  times  as  destructive  to  the 
average  highway  m  a  state  as  a  three-ton  truck,  and  yet  fuel  con- 
sumption is  only  25  or  50  per  cent  greater.  That  means  obviously 
that  weight,  though  a  condition  of  gas  consumption,  is  not  at  all 
adequately  reflected  in  the  amount  of  fuel  used.  But  most  impor- 
tant of  all  is  the  failure  of  the  fuels  tax  to  take  account  of  differ- 
ences in  tire  equipment.  The  three-ton  truck,  for  instance,  may 
effect  little  wear  on  certain  types  of  highways  if  equipped  with 
pneumatic  tires,  while  it  is  disastrous  to  the  same  road  if  fitted  with 
solid  rubber  tires.  Indeed,  the  average  destructiveness  seems  to  be 
multiplied  by  at  least  three  if  a  vehicle  is  equipped  with  solid  rubber 
rather  than  pneumatic  tires.'*  But  the  amount  of  fuel  consumed 
by  a  vehicle  fitted  with  solid  is  only  very  sliglitly  greater  tlian  that 
used  by  one  with  pneumatic  tires. 

Since  destructiveness  of  vehicles  is  increased  more  than  in  pro- 
portion of  their  gross  weights,  and  since  those  having  solid  tires  are 
very  much  more  destructive  than  those  having  pneumatic,'"'  it  is 
necessary  if  the  problem  is  to  be  met  by  means  of  gasoline  and 
registration  taxes,'"'  to  work  out  a  coordination  of  the  two  which 

■*3  Mainly  because  more  is  known  about  the  relationsliip  between  weigiit 
and  road  impact,  the  best  objective,  carefully-studied  measure  of  wear  and 
tear  on  the  roads,  than  about  the  relation  of  speed  to  any  objective  measure. 
(Under  certain  circumstances  impact  is  not  a  reliable  index  of  road  wear; 
for  example,  although  impact  on  j)avement  of  a  vehicle  with  solid  tires  is 
greater  than  with  narrow  ones,  the  former  are  not  necessarily  more  destruc- 
tive.) Such  information  as  is  available  indicates  that  the  relation  of  speed 
to  wear  and  tear  varies  widely  under  different  circumstances.  For  a  sum- 
mary and  bibliography  of  experiments,  see  Buchanan  and  Smith,  ioc.  cit. 

■**  Mr.  E.  F.  Loomis  of  the  National  .\utomobile  Chamber  of  Commerce 
calls  attention  to  the  fact  that  solid-tire  equipment  in  1929  was  standard  on 
only  4.7  per  cent  of  the  trucks  manufactured  as  compared  with  29.8  per  cent 
in  192 1.  The  recent  survey  by  the  General  Motors  Truck  Company 
{National  Motor  Truck  Analysis,  pp.  7,  8)  shows  that  of  5,584  motor-truck 
users,  1,860  have  recently  substituted  light  or  medium  weight  trucks  for 
heavier  ones  with  profitable  results  as  comjiared  with  Sii  who  liave  made 
profitable  substitutions  of  the  opposite  sort. 

45  Buchanan  and  Smith,  ioc.  cit. 

46  Professor  C.  II.  .Sandage  ("The  Question  of  Motor  Vehicle  Subsidy,'" 
Bulletin,  October,  1929,  pp.  14-18)  has  made  the  ingenious  suggestion  that 
the  entire  charge  for  highway  rental  be  based  on  road  use,  that  part  of  the 
impost  not  cared   for  by   the   gasclinc   tax  being  collected   in   the   form  of  a 
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will  fairly  distribute  the  burden  between  individuals.  The  com- 
mittee believes  that  the  task  can  be  accomplished  in  each  state  by 
determining,  preferably  on  the  basis  already  suggested,  a  sum  to  be 
raised  annually  by  means  of  special  motor  vehicle  taxation  and  im- 
posing a  fuels  tax  which  will  raise  one-half  to  three-fourths  of  the 
amount  and  a  registration  tax  to  secure  the  remainder.  Since  road 
space  is  at  a  greater  premium,  and  consequently  "  peak -load  ''  con- 
siderations more  significant,  in  the  populous  northeastern  states,  it 
is  suggested  that  these  should  raise  a  larger  proportion  of  the  total 
by  means  of  registration  taxes  than  should  the  southern  and  western 
states  which  are  less  densely  populated.*^  (This  reasoning  does  not 
apply  so  forcibly  to  the  states  in  which  there  is  a  large  amount  of 
touring  traffic,  since  by  the  gasoline  tax  alone  can  they  secure 
revenue  from  motorists  from  without  the  state.) 

Perhaps  the  reasoning  may  be  made  clearer  by  means  of  two 
examples.  Suppose  X  is  a  densely  populated  state  with  three  hun- 
dred thousand  motor  vehicles,  each  motor  car  consuming  annually 
530  gallons  of  gasoline,  and  that  the  commonwealth  must  raise 
each  year  to  meet  its  motor  road  costs  twelve  million  dollars.''^ 
A  four-cent  gasoline  tax  would  yield  $6,360,000,  leaving  $5,640,000 
to  be  raised  by  means  of  a  registration  license.  The  registration 
tax  must  average  $18.80  a  vehicle  in  order  to  meet  the  budget 
requirements.  In  such  an  industrial  state,  it  may  reasonably  be 
expected  that  heavy  vehicles  will  constitute  a  high  percentage  of 
the  traffic,^''  so  that  the  impost  on  the  smaller  vehicles  can  readily 
be  made  less  than  $18.80.  If  a  scheme  of  graduation  based  on  the 
formula, 

tax  equals  4  plus  3  times  (weight  of  vehicle  and  load  in  tons)-, 
be  adopted  as  a  basis,  a  scale  of  rates  for  various  sizes  of  vehicles 
as  follows  would  result  and  would  meet  the  requirements : 

less  than  2  tons  gross  weight   $  7.00 

2-2.9  tons  gross  weight 16.00 

3-3.9      "        "           "        31.00 

4-4.9      "        "           ■•        52.00 

steeply  graduated  mileage  ta.\  on  heavj'  vehicles.  While  the  plan  deserves 
careful  stud}-,  the  administrative  difficulties  appear  insurmountable  for  the 
time  being. 

■*"  In  general,  as  disclosed  by  Table  VII,  this  is  already  the  case. 

*^  After  deducting  the  amount  to  be  raised  by  special  assessments. 

49  Cf.  for  example,  percentage  of  trucks  of  three-ton  capacity  and  above 
in  industrial  Ohio  or  Connecticut  with  that  in  rural  Maine.  Bureau  of 
Public  Roads,  Report  of  a  Survey  of  Transportation  on  the  State  Highway 
System  of  Ohio,  p.  56;  Report  of  a  Survey  of  Transportation  on  the  State 
Highways  of  Connecticut,  p.  51;  "The  Maine  Highway  Transportation 
Survey,  a  Preliminary  Report,"  Public  Roads.  May  iq2,.  p.  ^i. 
"    11 
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5-5.9 79.00 

6-6.9 112.00 

7-7.9 151.00 

8-8.9 196.00 

9-9.9 247.00 

10-10.9 304.00 

11-11.9  ••       ••  •■  367.00 

12-12.9 436.00^0 

Or  the  budget  could  be  met  by  a  formula  less  steeply  graduated: 
Tax  equals  8  plus  2  times  (weight  of  vehicle  and  load  in  tons)-. 

In  a  state  of  this  character,  it  may  reasonably  be  expected  that 
highway  development  would  justify  graduation  approximating  one 
or  the  other  of  these  schedules. 

The  second  illustration  is  Y,  a  state  in  the  southwest  which  has 
a  motor  highway  budget  of  fifteen  million  dollars  ^^  and  a  registra- 
tion of  four  hundred  thousand  vehicles  constiming  an  average  of 
550  gallons  of  gasoline  each.  A  five-cent  gasoline  tax  would  yield 
eleven  million  dollars,  thus  leaving  four  million,  that  is  ten  dollars 
a  vehicle  or  slightly  more  than  one-fourth  of  the  total,  to  be  raised 
by  means  of  the  registration  license.  It  is  probable  that  the  sched- 
ules suggested  for  X  will  raise  just  slightly  more  than  this  amount, 
so  that,  if  the  budget  is  to  be  exactly  met,  the  constant  item  in  each 
formula  may  be  slightly  reduced."-  The  difference  in  the  revenues 
produced  by  the  schedules  in  Y  as  compared  with  X  is  the  result 
of  the  smaller  proportion  of  heavy  vehicles  in  the  former.  Re- 
duction of  the  flat-rate  element  is  to  be  preferred  to  lowering  one 
of  the  items  of  graduation  since  in  a  state  of  this  character  the 
'■  peak-load '"  consideration  is  relatively  less  important  than  in  more 
populous,  industrialized  states.  Consequently  it  is  essential  in  the 
registration  tax  on  the  smaller  vehicles  (say  below  two  tons  gross 
v.eight  if  equipped  with  pneumatic  tires)  to  collect  only  an  amount 
sufficient  to  (a)  cover  costs  of  administering  the  registration  tax 
and  of  policing  the  highways  (unless,  as  the  committee  w^ould  gen- 

^0  The  general  suggestion  on  which  this  formula  is  based  was  made  by 
Martin,  "  License  Fee  Properly  Supplements  Gas  Tax,"  Engineering  News- 
Record,  May  5,  1927,  but  was  given  mathematical  expression  (though  not 
this  particular  one)  by  Mr.  Marvin,  loc.  cit.  Adjustments  for  solid  tires, 
six-wheel  vehicles,  etc.,  as  suggested  on  p.  158,  have  been  taken  for  granted. 
It  is  not  to  be  inferred  that  such  a  scheme  of  graduation  can  be  used  as  a 
substitute  for  regulation  governing  maximum  weight  that  will  be  permitted, 
nor  is  it  meant  to  suggest  that  thirteen  tons  should  be  the  maximum.  It 
may  properly  be  more  or  less.     See  Appendix  A. 

5^  After  deducting  the  amount  to  be  raised  by  special  assessments. 

^-  Information  is  less  readily  obtainable  concerning  the  distribution  of 
vehicles  of  different  sizes  in  a  state  like  Y.  The  estimates  are  consequently 
less  accurate  approxim:ilions  than  those  suggested  in  the  preceding  paragraph. 


TAXATION  OF  MOTOR  VEHICLE  TRANSPORTATION       163 

erally  prefer,  revenue  sufficient  to  pay  for  supervision  of  highway 
use  is  derived  from  driver's  licenses  ),="  (b)  provide  a  modicum  of 
revenue  on  account  of  "  peak-load  "  considerations,  and  (c)  pro- 
vide a  basis  for  graduation  on  account  of  tire  equipment. 

III.   Gkxeral  Taxation  of  Motor  Vehicles  ^* 
The  other  type  of  motor  taxation  is  general  in  character  and 
should  not  be   regarded  as  special  motor-vehicle  taxation   in   any 
sense  except  occasionally  as  a  matter  of  form.     Two  fundamental 
classes  of  such  taxation  should  be  distinguished. 

1.  INCOME  AND   PROPERTY   TAXATION 

In  the  first  place,  consistent  with  the  principle  implicitly  sug- 
gested above,  if  a  property  tax  is  levied  on  tangible  personal  prop- 
erty of  other  classes  it  should  likewise  be  imposed  on  motor  vehicles 
since  ownership  of  such  cars  represents  tax-paying  ability  in  much 
the  same  sense  as  ownership  of  other  classes  of  tangible  person- 
alty.^'' Imposition  of  such  a  tax  would  be  in  conformity  with  the 
recommendations  of  the  model  tax  committee.  Likewise  it  should 
be  said  that  if  an  income  tax  is  imposed  on  income  from  the  em- 
ployment of  tangible  personal  property  in  general  it  should  also 
apply  to  the  income  derived  from  the  operation  of  motor  vehicles. 

2.     MOTOR  BUSINESS  TAXES 

Concerning  the  second  type  of  general  taxation,  there  is  much 
less  agreement  and  considerably  more  difficulty.  The  difficulty 
arises  in  large  part  from  the  fact  that  in  legislation,  and  to  a  con- 
siderable extent  in  general  discussions,  the  business  taxes  imposed 
on  those  who  operate  motor  vehicles  for  profit  have  been  regarded 
as  special  motor-vehicle  taxes.  It  seems  more  logical  to  think  of 
them  as  business  taxes  very  much  like  those  imposed  on  railroads, 
interurban  electric  railways,  street-car  systems  and  other  transpor- 
tation agencies.  Generally  speaking,  in  levying  such  franchise  taxes 
on  motor  transportaiton,  whether  in  the  form  of  gross-receipts  tax. 
passenger-mile  tax,  ton-mile  tax,  or  otherwise,  an  effort  should  be 
made  to  impose  burdens  as  nearly  as  possible  equivalent  to  the  fran- 
chise taxes  to  which  other  transportation  agencies  are  subjected, 
regardless  of  whether  or  not  the  forms  of  taxation  are  the  same. 

The  form  of  franchise  tax  which  meets  most  general  approval 

53  See  .  Natioaal  Conference  on  Street  and  Highway  Safety,  Jl'ays  and 
Means  to  Traffic  Safety,  especially  pp.  15-42. 

'*  The  remaining  comments  are  submitted  as  hypotheses  rather  than  as 
recommendations.  The  committee  believes  that  these  matters — more  especi- 
ally the  business-tax  question — deser\e  further  careful  study. 

5^  No  attempt  is  made  to  de\elop  the  best  method  of  collecting  such  a 
property  tax,  especially  as  to  whether  or  not  it  should  be  collected  as  a  part 
of  the  registration  license. 
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from  critics  appears  to  be  that  based  on  gross  receipts,  thougli  in 
legislation  other  methods  have  been  more  generously  used.  The 
method  which  has  been  most  often  employed  is  simply  a  modifica- 
tion of  the  registration  license  securing  additional  contributions 
from  the  operators  of  motor  vehicles  for  hire.  Other  plans,  slightly 
less  crude,  now  used  in  a  number  of  states  involve  vehicle  miles, 
ton  miles  or  passenger  miles,  which  are  scheduled  to  be  run.  The 
use  of  gross  receipts  as  a  basis  for  taxation,  however,  is  increasing. 
Its  superiority  is  generally  regarded  as  resting  on  two  factors : 
(a)  It  provides  a  measure  of  business  done  and  (b)  it  is  a  method 
employed  in  taxing  franchises  of  other  transportation  agencies  in  a 
number  of  states.  The  committee  suggests  serious  consideration  of 
the  gross-net  and  net  income  taxes  in  this  connection,  believing 
that  either  would  be  more  equitable  than  the  gross-receipts  tax.  If 
the  recommendations  of  the  model  tax  committee  are  taken  into 
account,  it  would  appear  that  the  presumption  is  in  favor  of  a 
business  net  income  tax. 

There  appears  no  good  reason  for  any  discrimination  in  this 
matter  between  the  businesses  operating  as  common  carriers  and 
those  operating  as  contract  carriers,  unless  the  former  enjoy  special 
privileges  conferred  by  the  state  and  not  shared  by  the  latter.  In 
certain  cases  such  special  privileges  are  undoubtedly  available  to 
the  public  utility  but  not  to  the  contract  carrier.  They  may  include 
protection  from  unfair  competition  as  well  as  certain  highway 
privileges,  such  as  right  to  park  on  the  pavement,  special  reserved 
spaces,  ct  cetera,  which  are  not  ordinarily  available  to  contract 
carriers.  Any  additional  taxes  or  fees  imposed  on  account  of  such 
considerations  should  be  treated  as  general  imposts  rather  than 
special  highway  levies. 

\\\  Gexer.\l  Summary 
.Summarizing,  then,  it  may  be  said  that  there  is  a  tendency,  which 
ought  to  meet  approval,  to  impose  special  gas  and  registration  taxes 
on  motor  operation  sufficiently  high  to  pay  street  and  rural  road 
costs  that  would  not  have  been  incurred  in  the  absence  of  the  motor 
vehicle  and  that  are  not  properly  assessable  against  some  other 
highway  user  or  more  equitably  and  conveniently  collected  from 
indirect  beneficiaries  of  the  highways.  This  can  be  done  imme- 
diately in  most  of  the  older  states  but  must  come  more  slowly  in 
some  immature  states  of  the  south  and  west.  General  taxes,  as 
those  on  property  or  income,  should  apply  to  motor  vehicles  or  the 
income  derived  from  them  to  the  same  extent  as  to  other  tangible 
personal  property.  If  other  transportation  businesses  are  subject  to 
a  franchise  tax,  motor  transportation,  whether  common  carrier  or 
not.  should  be  taxed  at  rates  which  impose  a  substantially  similar 
burden.  The  revenue  from  such  a  tax  should  be  used  for  general 
purposes  rather  than  for  highway  purposes. 
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Chairman  Norman  :  The  advent  of  the  automobile  and  the 
motor  bus  and  motor  truck  has  not  only  brought  an  added  problem 
of  taxation  but  it  affects  other  interests,  and  the  program  tonight 
is  designed  to  secure  the  viewpoint  of  interests  that  are  affected  by 
the  motor  vehicle,  and  the  next  paper  on  our  program  is  "  The 
Position  of  the  Motor  Vehicle  Industry  "  by  Mr.  A.  J.  Brosseau, 
president  of  Mack  Trucks.  The  secretary  has  informed  me  that 
Mr.  Brosseau  has  not  registered.  I  wonder  if  he  sent  a  paper  here 
by  any  member  of  the  Association.  If  not,  we  will  pass  on  to  the 
next,  "  The  Position  of  the  Gasoline  Industry,"  which  will  be  pre- 
sented to  us  by  Mr.  PI.  H.  Ragle,  president  of  the  Michigan  Oil 
Men's  Association. 

H.  H.  Ragle  :  Mr.  Chairman,  Ladies  and  Gentlemen :  I  could 
not  help  but  be  somewhat  amused  as  I  came  into  the  lobby.  While 
waiting  for  the  elevator  I  saw  a  man  dressed  in  the  very  latest 
clerical  frock.  He  was  apparently  accompanied  by  his  wife  and  a 
little  boy  about  seven  years  old.  I  overheard  the  little  boy  ask  his 
mother  "  Is  daddy  going  up  there  to  pray  for  those  tax  men  to- 
night?" The  mother  answered  him,  "  Ssh,  ssh,  son,  no,  daddy 
went  up  there  and  took  one  look  at  those  tax  men  and  now  he  has 
gone  out  to  pray  for  the  people  of  the  country."  The  little  boy 
was  still  curious  and  I  overheard  him  ask  another  question.  He 
said.  "  Mother,  do  they  levy  and  collect  taxes  in  heaven  ?"  The 
mother  said,  "  No,  no,  my  dear,  only  tax  men  levy  and  collect 
taxes." 

THE  GASOLINE  TAX  AND  THE  OIL  INDUSTRY 

H.   H.   RAGLE 
President,  Michigan  Oil  Men's  Association 

The  Tax  Itself 

Quoting  W.  S.  Booten,  chief  tax  collection  officer  of  Tennessee: 

"  The  gasoline  tax  is  the  giant  of  history  and  it  will  swell 
up  and  bust  wide  open  within  three  years  after  it  becomes  un- 
popular." 

Quoting  George  Horace  Lorimer,  editor  of  the  Saliinlay  Evening 
Post,  as  of  March,  1925 : 

"  Gasoline  is  the  new  goose.  Wise,  if  cynical,  was  the 
master  of  finance  who  remarked  that  the  art  of  taxation  con- 
sisted of  so  plucking  the  goose  that  it  should  not  squawk. 
Equity  and  taxation,  equality  and  justice,  are  noble  ideals,  but 
so  difficult  of  attainment  as  to  be  almost  in  the  nature  of  myth. 
They  are  much  sought  for,  but  never  found.  ]\Ieanwhile  the 
Legislators  must  provide  funds,  and  provide  them  in  a  hurry. 
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Naturally,  they  seek  where  the  seeking  is  softest  and  produces 
the  least  squawking.  Just  because  a  tax  is  easy  to  get,  it  is  not 
necessarily  the  most  theoretically  perfect  measure." 

A  Birmingham,  Alabama,  editor  says : 

■'Taxing  the  automobile  and  its  fuel  just  because  they  are 
easy  to  reach  is  not  only  sorry  sportsmanship  InU  sorry  eco- 
nomics.'' 

The  Tknuexcv  Toward  Lxcre.ases 

In  1919  Oregon  started  the  task  of  building  the  greatest  giant  of 
taxation  yet  known  to  mankind.  From  that  year,  with  collections 
of  $4,700,000,  the  stupendous  total  of  $431,636,000  was  collected 
from  twenty-six  odd  million  motorists  in  1929,  and  it  is  estimated 
the  gasoline  tax  toll  for  1930  will  approximate  between  $500,000,000 
and  $550,000,000. 

It  is  running  at  present  at  the  rate  of  $1,200,000  per  day;  in 
1929  it  was  ninety-six  times  that  of  1921  ;  thirty-five  times  that  of 
1922  and  twelve  times  that  of  1923. 

In  1919  the  levy  amounted  to  14c.  per  annum  per  car,  whereas  in 
1929  the  average  motorist  paid  $16.28;  and  if  predictions  are  true, 
he  will  pay  approximately  $20.00  in  1930.  Seven  states  and  the 
District  of  Columbia  now  collect  2c.  per  gallon ;  ten  states.  3c.  per 
gallon  ;  one  state,  3' i-c. ;  eighteen  states.  4c. ;  nine  states,  5c. ;  three 
states,  6c. 

The  minimum  2c.  tax  is  equivalent  to  Ic.  for  each  six  miles  oi 
highway  travel  and  6c.  is  equivalent  to  Ic.  for  each  two  miles  of 
travel. 

In  ten  years  Sl.OOO.dOO.OOO  has  been  collected,  $900,000,000  of 
which  has  been  poured  into  state  treasuries  during  the  past  four 
years. 

In  1929  fourteen  states  increased  the  tax  Ic. ;  six  states,  2c. 

At  the  present  time  nine  states  are  contemplating  an  increase  of 
Ic.  or  more  during  the  coming  legislative  sessions.  In  1928  the 
average  tax  per  gallon  was  3c.;  in  1929,  3.5c.;  in  1930  it  will 
figure,  approximately,  3.8c. 

Thomas  H.  McDonald,  chief  of  the  United  States  Bureau  of 
Public  Roads,  has  pronounced  as  "  absolutely  wrong  "  the  tendency 
of  many  states  to  impose  gasoline  taxes  in  an  effort  to  do  away 
with  bond  issues  for  road  construction.  ""  It  can't  l)e  done."  says 
Mr.  McDonald. 

T.\XIX(;   BY    Mu-NICIl' \LiTlES   .\XD   GoVERXMEXT   SUBDIVISIONS 

One  hundred  .Alabama  cities  levy  additional  taxes  on  gasoline 
ranging  up  to  3c.  per  gallon. 

Forty  cities  in  Missouri  levy  from  %c.  to  Ic.  additional:  and 
other  cities  are  contemplating  similar  measures. 
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111  Kansas  City  alone  it  brings  an  estimated  revenue  of  $1200.00 
per  day,  ostensibly  for  street  repairs. 

Early  this  year  New  York  City  proposed  to  add  an  impost  of  3c. 
per  gallon. 

Many  states  recognizing  such  a  menace  have  enacted  their  laws 
"  in  lieu  of  all  other  taxes." 

As  a  matter  of  constructive  forethought  those  states  which  now 
permit  sub-taxing  should  give  earnest  consideration  to  the  amend- 
ment of  their  laws  to  provide  for  the  one  state  levy,  and  it  would 
be  only  fair  to  the  oil  industry  if  the  phrase  "  in  lieu  of  all  other 
taxes  "  could  be  interpreted  broadly  enough  to  eliminate  gasoline 
from  the  personal  property  tax  rolls. 

DivERSiOxV  OF  Funds 

Through  something  like  15  different  kinds  of  taxes  which  the 
motorist  must  now  pay,  and  with  license  taxes  and  gasoline  taxes 
bringing  the  total  up  to  within  $800,000,000  and  $1,000,000,000  per 
annum,  the  motorist  is  now  perhaps  the  most  heavily  taxed  indi- 
vidual known  in  the  entire  field  of  taxation. 

As  the  rural  number  dominates  most  state  legislatures,  whose  sole 
idea  in  the  imposition  of  tax  measures  seems  to  be  that  of  making 
the  cities  share  an  inequitable  proportion  of  the  entire  tax  burden, 
many  proposals  for  a  diversion  of  funds  into  avenues  not  even 
remotely  connected  with  motor  vehicles  have  been  success fully 
passed. 

In  Florida  Ic.  of  the  6c.  tax  goes  to  the  public  school  fund. 

In  Georgia  a  Ic.  kerosene  tax  and  yzc.  of  the  gasoline  tax  goes 
to  the  public  school  fund. 

In  Texas  one-fourth  of  the  4c.  tax  goes  to  the  support  of  public 
schools. 

In  Idaho  the  tax  paid  by  motor-bus  and  freight  lines  goes  into  a 
motor-vehicle  fund  for  highway  traffic  control. 

In  New  Jersey  a  portion  of  the  tax  has  gone  for  the  construction 
of  inland  waterways. 

In  Georgia  a  part  of  the  tax  formerly  went  for  the  "  salvation  '" 
of  a  defunct  railroad. 

In  New  Mexico  a  portion  of  the  tax  was  formerly  diverted  for 
the  upkeep  of  a  fish  hatchery. 

In  Florida  a  proposal  was  made  to  use  $2,000,000  of  the  gasoline 
tax  money  to  advertise  the  state  f  no  doul)t  inspired  by  the  real-estate 
profession  who  had  some  land  to  sell  by  liquid  measure). 

In  the  state  of  Vermont  the  tax  is  payable  to  the  State  Treasury 
without  definite  stipulation  as  to  its  subsequent  use  and  disburse- 
ment. 

Various  state  legislative  members  have  openly  proposed  in  legis- 
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lative  halls  to  increase  the  gasoline  tax  to  a  point  where  it  will 
later  he  possible  to  lower  general  taxes. 

In  Kansas  City  serious  proposals  were  made  to  make  up  the 
Police  Department's  deficit  from  gasoline  tax  money.  In  Illinois  it 
was  proposed  to  introduce  a  bill  for  diversion  of  sufficient  funds 
to  subsidize  at  least  a  large  portion  of  a  $10,000,000  enterprise  in 
lowering  the  tracks  on  the  South  Chicago  branch  of  the  Illinois 
Central  Railroad. 

In  Louisiana  a  Ic.  increase  has  been  proposed  to  pay  oft  a 
$41,000,000  indebtedness  of  the  New  Orleans  Dock  Board.  ' 

It  does  not  require  a  wide  stretch  of  the  imagination  to  picture 
what  some  of  the  1931  legislatures  may  propose  to  do  with  this 
'■  golden  goose "  known  as  the  gasoline  tax,  although  so  largely 
plucked  of  her  prolific  plumage  that  she  may  shortly  die  from  sheer 
exhaustion  or  of  "  legislative  murder." 

Refunds 

The  majority  of  states  permit  refunds  of  tax  paid  which  has 
supposedly  been  used  by  other  than  motor  vehicles  on  public  high- 
ways. 

It  is  a  striking  testimony  to  the  "  shrewdness  and  sharp  figuring 
of  mankind  "  to  note  how  rapidly  the  percentage  of  refunds  in 
relation  to  the  total  tax  collected  accelerates  with  the  increase  in  the 
rate  per  gallon. 

In  one  state  refunds  on  a  4c.  tax  are  equivalent  to  257c.  In 
another  state  where  under  a  2c.  revenue  refunds  were  equivalent 
to  32%,  claims  jumped  to  45%  under  a  3c.  levy. 

An  agitation  has  been  started  by  county  and  state  officials  of 
Colorado  planning  amendment  to  abolish  refunds  because  of  abuses, 
the  state  losing  approximately  12%,  or  $60,000  per  month.  In 
Colorado  94%  of  the  refunds  were  claimed  by  farmers. 

In  Texas  the  farmer  receives  63%  of  the  refunds. 

In  Iowa  they  are  handling  10,000  refund  vouchers  per  month 
and  the  figure  is  increasing. 

While  there  may  be  merit  to  exemption  claims  for  gasoline  that 
is  used  in  other  than  motor  vehicles  on  public  highways,  experience 
has  indicated  that  refunds  furnish  the  opportunity  for  petty  frauds, 
especially  in  the  rural  districts  where  the  farmer  as  the  principal 
beneficiary  of  good  roads  is  always  open  to  the  charge  of  using 
refund  gasoline  for  all  of  his  activities. 

Refunds  are  illogical,  unjust,  burdensome,  they  invite  evasion 
and  in  general  the  tax  laws  should  be  amended  to  more  severely 
restrict  the  use  of  the  privilege  or  the  refund  should  be  eliminated 
altogether. 
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The  Cost  of  Collection 

Gasoline  tax  advocates  have  continuously  boasted  of  the  economy 
in  collection.  They  have  lost  sight  of  the  fact,  however,  that  the 
tax  is  not  collected  by  the  state  administrative  officials,  but  rather 
by  the  oil  industry  and  without  particular  expense  to  the  state. 

Furthermore,  it  is  the  only  tax  so  collected,  where  an  industry 
is  compelled  by  law  to  guarantee  its  collection  and  payment  to  the 
state. 

The  records  of  the  United  States  Bureau  of  Roads  indicate  that 
it  costs  less  than  $24,000  annual  average  per  state  to  collect  the  tax, 
while  at  the  same  time  it  costs  on  an  average  of  more  than  $400,000 
per  annum  to  collect  registration  fees  and  to  administer  registration 
laws.  Moreover,  the  gasoline  tax  yields  approximately  $450,000,000 
to  $.500,000,000  per  annum  as  against  $350,000,000  in  registra- 
tion fees. 

In  one  state  where  figures  were  available  it  cost  slightly  less  than 
four-tenths  of  one  per  cent  to  collect  approximately  $10,000,000  in 
gasoline  taxes,  whereas  in  the  same  state  it  cost  three  and  one-half 
per  cent  to  collect  $24,000,000  in  license  fees,  etc. 

It  is  true  that  the  gasoline  tax  has  become  a  popular  measure, 
largely  on  account  of  the  very  low  cost  of  collection  to  the  state 
itself,  but  too  frequently  state  legislatures  have  been  most  reluctant 
to  recognize  the  principle  of  fairness  to  the  oil  industry  in  connec- 
tion with  its  cost  of  collection. 

From  a  tabulation  made  last  year  in  28  states  and  the  District  of 
Columbia  the  oil  industry  was  held  responsible  for  100%  of  a  tax 
without  any  allowance  whatever  to  cover  normal  shrinkage  due  to 
evaporation  and  handling. 

Six  states  permitted  an  allowance  of  1%;  four  states  2%;  nine 
states  3%,  and  one  state  4%. 

In  several  states  the  oil  industry  is  required  by  law  to  remit  the 
tax  on  the  basis  of  invoiced  receipts,  notwithstanding  the  theory 
of  the  tax  being  applicable  only  to  gasoline  actually  used  on  the 
public  highways. 

An  allowance  by  the  state  of  anything  less  than  3%  to  cover 
only  the  natural  shrinkage  in  handling  and  to  compensate  for  at 
least  a  part  of  the  cost  of  collection  is  unthinkable  and  incom- 
patible with  the  principle  of  the  old  saying,  "Every  laborer  is 
worthy  of  his  hire." 

Furthermore,  it  is  obviously  unfair  that  the  oil  industry  should 
not  have  equity  along  with  the  state  so  far  as  possible  in  connection 
with  prosecution  of  tax  evaders  in  the  case  of  dead-beat  purchasers 
of  gasoline. 

Many  of  the  states  provide  for  seizure  of  property,  revocation 
of  license  to  do  business,  the  infliction  of  heavy  penalties  if  a  unit 
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of  the  oil  industry  fails  in  paying  the  tax  promptly,  yet  the  oil 
industry's  only  alternative  in  the  collection  for  its  merchandise  and 
for  the  tax  due  from  the  consumer  is  through  a  long-drawn-out  and 
often  very  unsatisfactory  process  in  the  civil  courts. 

From  the  state's  viewpoint  the  gasoline  tax  is  a  so-called  "■  i)ain- 
less  method  of  extraction.''  In  the  state  of  Michigan  there  are 
approximately  500  units  who  make  their  monthly  remittances  to  the 
Secretary  of  State,  involving  something  like  6,000  transactions  per 
annum.  Based  on  last  year's  sales  of  gasoline  it  meant  approxi- 
mately 136,000,000  operations  for  the  oil  industry  in  collecting  the 
tax  with  each  average  five-gallon  sale. 

The  same  ratio  will  no  doubt  ai)i)ly  with  little  variation  in  each 
of  the  other  forty-seven  states. 

The  Indl'strv's  Position 

In  1913  the  average  price  of  gasoline  was  .168c.  per  gallon;  May 
1.  1930,  it  was  .1713c.  per  gallon  without  tax,  and  with  tax  .2093c. 

The  New  York  Federal  Reserve  Bank  estimates  that  $1.74  is 
required  to  pay  the  cost  of  living  today  as  compared  with  $1.00  in 
1913.  Had  the  price  of  gasoline  increased  accordingly  without  the 
tax  the  motorist  of  today  would  pay  .292c. 

The  oil  industry  in  the  past  17  years  has,  however,  saved  the 
motorist  approximately  12c.  per  gallon,  only  part  of  which  he  has 
received,  however,  on  account  of  the  rapidly  increasing  rate  of 
gasoline-tax  taxation. 

The  alarmingly  rapid  rate  of  increase  in  gasoline  taxes  in  the 
past  few  years  has  been  due  most  largely  to  the  oil  industry's  spec- 
tacular daring  in  bringing  about  improved  scientific  methods  of 
production,  chemical  research,  refining  and  cracking  processes. 

Speaking  conversely,  had  the  oil  industry  not  undertaken  these 
phenomenal  improvements  and  had  the  price  of  gasoline  increased 
proportionately  to  that  of  all  other  essential  commodities  the  gaso- 
line tax  bill  of  the  motorist  of  today  would  be  infinitely  smaller. 

A  prominent  tax  expert  in  the  oil  industry  re-states :  It  is  an 
economic  law  from  which  no  business  can  escape,  that  with  rising- 
prices,  consumption  decreases.  Naturally,  surplus  increases,  and 
with  resultant  falling  prices  the  suri)lus  must  move  at  the  expense 
of  profit." 

To  be  specific,  the  oil  industry  in  its  anxiety  and  necessity  from 
time  to  time  to  move  its  stocks  and  to  be  in  a  ])osition  to  meet  its 
obligations  must  depress  its  prices  to  a  point  where  there  is  not 
room  for  both  tax  and  profit,  and  since  the  tax  must  be  ])aid,  jirofits 
must  suffer  accordingly  or  be  wiped  out  altogether. 

With  a  tax  ranging  from  18%  to  33%  of  the  value  of  the  com- 
modity at  re-sale  prices,  finding  its  level  conservatively  at  an  aver- 
age of  257(  of  the  retail  price,  less  tax.  and  due  further  to  the  fact 
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that  the  oil  industry  as  an  industry  is  more  heavily  taxed  than  that 
of  any  other  legitimate  business,  it  is  no  wonder  that  the  directors 
of  the  American  Petroleum  Institute  in  March,  1929,  passed  the 
following  resolution : 

■'  Resolved,  That  we  do  not  oppose  the  levying  of  a  gasoline 
tax  where  all  the  revenue  derived  therefrom  is  used  solely  for 
highway  construction  and  maintenance  purposes,  but  we  oppose 
the  fixing  of  a  rate  per  gallon  tax  beyond  reasonable  bounds 
or  where  the  rate  the  consumer  must  pay  is  out  of  equable 
proportion  to  the  price  of  the  gasoline." 
In  conclusion,  let  it  also  be  said  that  the  oil  industry  is  not  alone 
concerned  over  the  menacing  tendency  in  gasoline  taxation.     Stu- 
dious editors  throughout  the  nation  have  been  hurling  their  blackest 
ink  in  a  protest. 

Various  state  officials  and  administrative  leaders  are  beginning 
to  realize  that  gasoline  taxation  is  unmistakably  headed  towards  its 
own  suicide. 

Quoting  again  from  a  tax  expert  of  our  industry: 

"You  and  other  gentlemen  will  continue  to  uige  higher 
taxes  and  more  revenue,  for  what  seem  to  you  to  be  perfectly 
laudable  ends,  until  sleeping  public  opinion  suddenly  becomes 
an  active  and  relentless  fury,  which  will  wipe  out  your  road 
building  and  your  paternalistic  schemes.  Your  roads  will  end 
in  the  mud  short  of  destination  and  there  will  be  no  money  to 
repair  the  holes  in  their  surfaces.  In  other  w'ords,  gentlemen, 
when  cost  of  government  is  taking  25  per  cent  of  the  total 
income  of  the  people  of  the  United  States,  or  perhaps  20  per 
cent  or  perhaps  18  per  cent,  nobody  knows  where  the  break 
will  be,  your  iridescent  bubble  will  explode  and  you  will  secure 
for  some  time  to  come,  with  great  difficulty,  the  necessary 
revenues  to  carry  on  the  necessary  governmental  activities." 

Chairimax  Xorman  ;  The  next  paper  on  the  program  will  be 
"  The  Position  of  Competitive  Transportation  Industries."  This 
viewpoint  will  be  presented  by  Mr.  Thomas  G.  Watson,  tax  com- 
missioner of  the  Canadian  National  Railways. 

THE  POSITION  OF  COMPETITORS  OF 
TRANSPORTATION  INDUSTRIES 

THOMAS  G.   WATSON 
Tax  Commissioner,  Canadian  National   Railways 

The  motor  industry  and  its  close  ally,  the  oil  industry,  have 
offered  their  views  on  this  subject;  the  case  for  the  general  public 
will  also  be  presented,  while  to  me.  a  representative  of  the  Cana- 
dian National  Railways,  has  been  allotted  the  task  of  presenting  the 
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case  for  the  railways,  and  while  I  greatly  appreciate  the  honor  you 
have  done  me,  I  am  at  a  loss  to  understand  why  you  should  have 
chosen  one  from  such  a  wet  state  to  speak  on  such  a  dry  subject. 

I  am  sure  we  are  all  agreed  that  the  question  of  equitable  taxation 
of  motor  vehicles  is  a  matter  of  prime  importance  and  one  which 
is  worthy  of  intensive  study;  but  before  proceeding  further  I  shall 
take  this  opportunity  of  congratulating  the  committee  on  its  com- 
prehensive report  on  this  subject,  and  also  on  their  sincerity  in 
attempting  to  reach  a  satisfactory  solution  of  this  problem,  as  is 
evidenced  by  the  invitations  which  have  been  extended  to  interested 
parties  to  contribute  to  this  discussion. 

A  detailed  examination  of  motor-vehicle  taxation  in  the  various 
states  reveals  a  complete  lack  of  uniformity  both  in  the  amounts 
and  basis  of  such  taxation,  and  merely  emphasizes  the  perplexity 
of  the  problem  rather  than  indicating  a  solution. 

The  very  life  of  a  country  is  in  its  transportation  facilities,  and 
while  great  care  should  be  taken  to  prevent  economic  waste  thereof, 
similar  care  must  be  taken  to  ensure  that  no  facility  is  subsidized 
so  as  to  compete  unfairly  with  another.  With  the  advent  of  the 
motor  vehicle,  a  new  land  transportation  agency  of  great  poten- 
tialities has  been  made  available  for  the  public,  and  in  giving 
consideration  to  its  place  in  a  general  economic  scheme  of  transpor- 
tation, one  fact  must  be  constantly  borne  in  mind.  viz. :  the  railways 
have  no  vested  right  in  land  transport. 

The  development  of  the  motor  vehicle  has  been  phenomenal  in  its 
rapidity,  and  the  railways  have  been  unable  to  readjust  themselves 
at  such  a  rapid  rate,  with  the  result  that  they  may  be  at  present 
inclined  to  emphasize  the  inroads  this  new  agency  has  made  on 
their  revenues  without  giving  due  consideration  to  the  many  bene- 
fits which  have  accrued  not  only  to  themselves  but  to  the  country 
as  a  whole  from  the  motor  vehicle;  and  while  specifically  the  losses 
sustained  in  railway  revenues  are  large,  I  have  endeavored,  in  the 
presentation  of  this  paj)er  to  consider  transportation  in  its  broadest 
economic  sense. 

In  the  beginning,  railway  executives  are  prone  to  consider  this 
new  agency  as  an  enemy,  a  poacher  on  preserved  rights;  but  we. 
in  Canada  at  least,  believe  that  the  day  is  past  when  the  motor 
vehicle  will  be  thought  of  only  as  a  competitor  to  the  railways. 
It  is  becoming  more  apparent  that  while  some  competition  may  exist 
for  certain  classes  of  traftic.  the  coordination  of  these  two  offers  a 
complete  and  well-rounded  land  transportation  service. 

Tlie  railways  are  equipped  to  move  large  volumes  of  passengers 
and  freight,  especially  over  long  distances,  and  must  perforce  re- 
main the  backbone  of  any  national  transportation  scheme:  but,  it 
would  appear  that  the  motor  vehicle  .should  be  closely  allied  with 
them   as   ribs  of  the   system,   the   two   forming   the   transportation 
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Structure  adapted  to  all  the  strain  which  may  be  put  upon  them. 
In  brief,  there  is  a  distinct  field  for  the  motor  bus  and  motor  truck, 
and  it  is  believed  that  this  new  transportation  facility  will  find  its 
appropriate  place  in  the  economic  life  of  the  country  and  that 
eventually  each  means  of  transport,  if  allowed  to  work  out  its 
future  on  the  basis  of  economic  principles,  will  hold  that  place  for 
which  it  is  best  adapted. 

Let  us  for  a  few  minutes  examine  the  effect  this  new  agency  has 
had  upon  the  railways,  first  as  regards  passenger  traffic,  and  then 
in  regard  to  freight. 

It  is  estimated  that  the  passenger  revenues  of  United  States  steam 
railways  for  1930  will  be  40%  lower  than  they  were  in  1920,  and 
when  one  considers  that  this  percentage  difference  amounts  to 
5780,000,000,  the  enormity  of  the  motor-vehicle  passenger  move- 
ment is  fully  realized. 

The  motor-vehicle  agencies  of  passenger  transport  are  the  auto- 
mobile and  the  bus,  and  as  between  1920  and  1930  the  number  of 
registered  private  automobiles  increased  190%  to  23.700.000,  it  is 
not  difficult  to  imagine  where  railway  passenger  traffic  has  gone. 
The  bus  was  gradually  evolved.  At  first  its  sphere  of  action  was 
limited  to  the  short-haul  field  and  it  became  a  competitor  for  this 
class  of  traffic.  The  desire  to  ride  on  rubber  had  caught  the  public 
fancy,  and  railways  engaged  in  this  class  of  service  rapidly  felt  the 
effects  of  this  new  facility. 

Due  to  the  frequency,  elasticity  and  convenience  of  its  service, 
the  bus  apparently  more  readily  lends  itself  to  the  handling  of  pas- 
sengers in  the  short-haul  field,  always  excepting  the  movement  of 
commuter  traffic  to  which  the  bus  is  not  so  well  adapted,  and  conse- 
quently in  giving  consideration  to  a  general  economic  scheme  of 
transportation,  it  would  appear  that  such  traffic  rightfully  belongs 
to  a  bus  movement  and  that  the  steam  railways  should  confine  their 
efforts  to  the  haulage  of  long-distance  passenger  traffic. 

Bus  services  have  gradually  been  extended  until  long-distance 
busses  are  to  be  found  operating  from  coast  to  coast.  This  experi- 
ment was  viewed  very  skeptically  by  the  steam  railways;  but  the 
results  obtained  have  apparently  justified  the  effort. 

The  passengers  using  these  busses  fall  generally  into  two  classes, 
those  to  whom  the  cheap  rates  make  a  special  appeal  and  those  to 
whom  the  desire  to  take  an  extended  ride  on  rubber  is  uppermost. 
The  fares  charged  must  have  a  definite  relationship  to  operating 
expenses,  and  if  these  busses  are  not  paying  a  fair  and  equitable 
tax  for  the  use  of  the  highways,  an  uneconomic  condition  arises, 
and  we  have  destructive  competition  with  large  amounts  of  capital 
tied  up  in  a  business  which  is  not  founded  on  sound  economics. 

If,  however,  the  tax  is  fair  and  equitable,  we  have  fair  competi- 
tion for  the  long-haul  passengers.     The  railways  offer  a  very  high- 
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class  service  to  long-distance  passengers,  and  if  the  bus  traffic 
continues  to  grow,  when  establislied  on  an  economic  basis,  it  would 
appear  that  the  railways  to  meet  the  competition  for  this  traffic  must 
reduce  rates  and  offer  inferior  service  to  that  at  present  provided. 
The  passenger  who  is  attracted  to  the  bus  by  the  desire  to  ride  on 
rubber  will  not  use  the  rails  and  will  offer  a  certain  amount  of 
business  for  bus  movement,  while  for  the  remainder  of  the  long- 
distance travelers,  it  is  conceivable  that  fair  competition  can  exist 
between  the  bus  and  the  railways. 

The  motor  truck  has  made  very  appreciable  inroads  on  railway 
freight  earnings,  particularly  in  the  less-than-carload  and  carload 
short-haul  shipments,  and  has  taken  what  may  be  termed  the 
•'  cream "  of  such  traffic,  leaving  the  bulky  and  hard-to-handle 
freight  for  the  railways.  Due  to  the  heavy  handling  charges,  it  is 
exceedingly  doubtful  if  short-haul  L.  C.  L.  traffic  is  profitable  to  the 
railways,  and,  if  not,  why  should  its  loss  occasion  them  any  alarm? 
A  movement  of  goods  is  only  complete  when  transported  from  the 
door  of  the  consignor  to  the  door  of  the  consignee,  a  service  which 
the  motor  truck  is  admirably  adapted  to  perform,  and  it  may  be  con- 
fidently anticipated  that  where  the  goods  lend  themselves  to  truck 
movement,  they  will  move  thereby  up  to  distances  where  the  times 
consumed  for  the  complete  movement  by  truck  or  by  rail  are  nearly 
equal. 

As  with  the  movement  of  passengers,  the  private  trucks  represent 
approximately  90%  of  the  total.  Rail  traffic  lost  to  these  has  been 
lost  solely  on  the  grounds  of  convenience;  but  it  must  be  borne  in 
mind  that  the  greatest  bulk  of  tonnage  moving  by  truck  is  ni  ter- 
minal zones  and  certain  suburban  areas  and  represents  a  traffic  not 
formerly  handled  by  rail. 

Having  briefly  outlined  the  activities  of  the  motor  vehicle  as  a 
transport  agency,  it  is  necessary  to  consider  the  means  by  which 
such  a  facility  has  been  made  available  to  the  public.  The  answer 
is  contained  in  two  words,  "good  roads.'' 

The  roads  belong  to  the  state  and  consequently  are  public  prop- 
erty. They  have  been  built  with  public  funds,  are  subject  to  de- 
struction and  constantly  require  renewing  and  reconstruction.  The 
necessity  of  identification  of  motor  vehicles  involves  registration, 
wath  its  attendant  expenses,  and  the  imposition  of  registration  fees 
on  motor  vehicles  at  least  sufficient  to  defray  these  expenses  appears 
readily  justifiable.  It  must  be  admitted  that  various  public  authori- 
ties in  their  efforts  to  have  sufficient  funds  available  for  highway 
construction  increased  these  fees  to  a  higher  figure  than  was  origi- 
nally intended,  and  as  the  funds  accruing  therefrom  were  still  not 
sufficient,  a  tax  was  placed  on  gasoline,  which  it  must  also  be 
admitted  has  a  certain  measure  of  fairness  in  that  the  gasoline  con- 
sumption bears  some  relationship  to  the  use  made  of  the  facility. 


COMPETITORS  OF  TRAXSPORTA'llOX    INDUSTRIES       177 

This  was  the  primary  function  for  which  roads  were  intended; 
but  with  the  advent  of  the  motor  bus  and  the  large  motor  trucks, 
the  question  of  what  tax  they  should  pay  for  the  use  of  public 
property  for  personal  gain  has  arisen.  In  this  regard  the  railway 
companies  only  insist  that  a  fair  and  equitable  tax  should  be  applied 
commensurate,  first,  with  the  privilege  of  using  public  property  for 
personal  monetary  gain,  and  secondly,  with  the  destruction  of  the 
facility  thereby. 

The  railways  have  their  fixed  tracks,  a  large  investment  in  their 
own  roadway,  equipment  and  costly  terminals,  which  are  all  subject 
to  burdensome  taxation.  A  survey  of  railway  taxation  published 
by  the  Bureau  of  Railway  Economics  at  Washington  this  year  shows 
that  taxes  paid  by  railway  companies  in  the  United  States  now 
absorb  6.32c.  of  each  dollar  of  gross  earnings  and  represent  22.35c. 
of  each  dollar  on  net  earnings  out  of  which  taxes  must  be  paid. 

The  motor  vehicle,  on  the  other  hand,  makes  use  for  personal 
profit  of  roadways  provided  by  the  public.  These  roads  in  many 
cases  parallel  with  the  railway  and  are  maintained  in  part  by  taxes 
levied  upon  railway  property;  thus  railways  find  themselves  heavy 
contributors  to  a  fund  for  building  rights  of  way  for  competitors. 
These  roads  are  open  for  use  by  all  and  sundry,  and  now  that 
specially  constructed  highways  have  to  be  built  for  the  accommoda- 
tion of  this  motor-vehicle  traffic,  it  is  evident  that  the  government 
should  be  more  insistent  that  these  vehicles  should  pay  a  reasonable 
share  towards  the  cost  and  maintenance  of  the  highways.  In  this 
the  demand  of  the  railway  companies  is  in  harmony  with  the  gen- 
eral public. 

In  conclusion,  it  may  be  briefiy  stated  that  there  is  a  distinct  field 
for  the  motor  bus  and  motor  truck  in  a  general  economic  scheme  of 
transportation.  The  material  progress  of  the  country  has  depended 
on  nothing  so  much  as  the  means  of  communication,  the  facilities 
for  conveying  men  and  goods,  and  there  should,  therefore,  be  no 
attempt  to  strangle  the  motor-bus  industry  by  over-taxation.  A  fair 
and  equitable  tax,  however,  should  be  imposed  for  the  use  of  the 
highways  and  what  practically  constitutes  a  monopolistic  right. 

Ch.\irman  NoR]\t ax  :  The  next  paper  will  be  '"  The  Position  of 
the  General  Public."  which  will  be  presented  by  Mr.  M.  M.  Dough- 
erty, of  the  University  of  Delaware. 
12 
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THE  POSITIOX  OF  TilE  GEXKRAE  PUBLIC 

M.    M.   DAUGHKRTV 

rniversity  of  Deluwart- 

The  general  public  is  interested  in  the  subject  of  motor-vehicle 
taxation  because  the  general  public  is  the  proprietor  of  the  high- 
ways for  benefit  of  which  it  is  proposed  to  tax  these  motor  vehicles. 
The  aim  of  government  is  so  to  coordinate  the  diverse  interests  of 
its  citizens  that  a  mutually  helpful  organization,  the  state,  shall 
result.  The  aim  of  highway  taxation  is  to  coordinate  the  diverse 
interests  of  the  beneficiaries  so  that  a  continuous  and  permanent 
system  of  highways  shall  result.  But  I  have  been  unable  to  define 
the  words  '"  General  Public."  and  I  have  decided  that  since  the 
general  public  is  composed  of  several  minor  publics  I  shall  have  to 
discuss  the  committee  report  from  the  standpoint  of  each  inter- 
ested group  of  the  general  public. 

If  the  admirable  paper  read  by  the  chairman  of  the  committee 
be  open  to  criticism,  one  of  the  criticisms  would  be  that  it  does  not 
examine  the  question  of  highway  finance  in  sufficient  detail  from 
the  standpoint  of  the  science  of  public  finance,  nor  from  the  stand- 
point of  the  economic  theory  underlying  the  principle  of  highway 
transportation.  Possibly  too  much  emphasis  is  laid  upon  the  present 
practice  of  highway  taxation  without  a  corresponding  endeavor  to 
extract  from  this  multitude  of  figures,  principles  which  would 
enable  a  state  so  desiring  to  initiate  or  revise  its  taxation  system 
more  economically  and  satisfactorily  to  serve  the  users  of  the  high- 
w^ays  as  well  as  lessen  the  burdens  upon  the  other  taxpayers.  From 
the  standpoint  of  economics  or  of  public  finance,  no  state  at  present 
has  anything  like  an  ideal  arrangement  for  financing  a  complete 
highway  system.  Many  states  have  portions  of  such  a  system,  and 
there  is  a  possibility  by  applying  the  principles  of  the  science  of 
public  finance  and  economics,  to  arrive  at  a  system  of  public 
finance  for  the  support  of  highways  which  would  be  very  much  of 
an  improvement  upon  anything  we  have  at  present.  The  report,  as 
far  as  can  be  said  that  it  favors  any  particular  theory  of  financing 
the  highways  of  the  I'nited  States,  inclines  to  the  benefit  theory, 
especially  in  section  IV.  General  Summary,  in  the  statement. 
"  Summarizing,  then,  it  may  be  said  that  there  is  a  tendency,  which 
ought  to  meet  approval,  to  impose  special  gas  and  registration  taxes 
upon  motor  operation  sufiiciently  high  to  pay  street  and  rural  road 
costs  that  would  not  have  been  incurred  in  the  absence  of  the 
motor  vehicle  and  that  are  not  properly  assessable  against  some 
other  highway  user,  or  more  equitably  and  conveniently  collected 
from  indirect  beneficiaries  of  the  highways." 

The  study  of  the  history  of  transportation   reveals  that   as   we 
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have  adopted  the  benetit  theory  of  taxation  we  have  progressed  in 
transportation.  The  toll  road  came  into  being  and  was  successful 
because  it  levied  the  tax  upon  the  user  instead  of  the  land.  The 
canal  and  the  railroad  came  into  being  because  of  the  advance  in 
the  arts,  not  a  change  in  the  method  of  finance  from  the  toll-road 
system.  Affording  facilities  for  highway  travel  is  an  economic 
enterprise,  which,  though  it  be  under  the  proprietorship  of  the 
public,  should  be  supported  by  the  beneficiaries.  There  is  no  more 
reason  why  the  land  owner  should  subsidize  motor  vehicle  trans- 
portation by  paying  part  of  the  cost  through  his  tax  bill  than  there 
is  why  he  should  pay  part  of  a  railroad  ticket  or  a  freight  bill. 
Now  we  have  the  motor-car  license  and  gasoline  taxes,  and  we  are 
progressing  in  the  construction  of  highways  in  proportion  as  we 
levy  the  tax  upon  them  for  the  support  of  the  economic  good 
afforded  them.  But  in  taxing  the  motorist  for  the  benefits  which 
he  receives,  it  is  necessary  to  take  strict  account  of  just  what  he 
does  receive.  The  great  bulk  of  the  motoring  public  is  receiving 
the  benefit  of  highway  facilities  on  only  a  very  minor  percent  of 
the  rural  highways  of  the  United  States,  and  he  is  receiving  it  at 
the  present  time  only,  not  twenty  or  forty  years  hence. 

The  committee  reports  that  there  are  in  the  United  States  some 
three  millions  of  miles  of  highways,  only  about  20  per  cent  of  which 
has  been  surfaced.  Of  this  20  per  cent  only  about  one-fifth  has 
been  surfaced  with  pavement  as  permanent  as  bituminous  concrete. 
If  it  be  the  intention  of  the  committee  report  to  recommend  that 
motor  vehicles  be  taxed  upon  the  benefit  theory,  then  it  should  have 
laid  more  emphasis  upon  the  fact  that  the  great  bulk  of  motor 
traffic  tends  to  concentrate  upon  a  relatively  small  percent  of  the 
rural  highways.  There  is  a  great  difference  between  the  physical 
limit  of  highway  construction  and  the  portion  upon  which  motor 
travel  concentrates.  This  difference  is  touched  upon  in  the  state- 
ment that  the  65  per  cent  of  the  state  highway  mileage  carries  from 
50  to  90  per  cent  of  the  motor  traffic.  This  state  highway  mileage 
is  supposedly  in  the  7  per  cent  system,  and  when  the  7  per  cent 
system  is  complete  it  will  carry  about  90  per  cent  of  the  traffic. 
The  immediate  problem  is  to  get  the  7  per  cent  paved  with  a  high 
type  of  surface.  The  motoring  public  is  now  interested  only  in  the 
construction  and  maintenance  of  the  highways  upon  which  motor 
travel  concentrates.  The  motoring  public  as  a  class  is  willing  to 
pay  for  what  it  gets,  and  in  order  for  it  to  get  what  it  pays  for. 
the  limitation  of  the  expenditure  of  public  funds  collected  from 
motorists  to  the  construction  and  maintenance  of  a  highway  system 
upon  which  the  bulk  of  the  motor  travel  concentrates,  is  a  necessity. 
If  highway  transportation  be  an  economic  good,  then  the  measure 
of  the  need  of  that  good  is  whether  or  not  the  tax  yield  of  that 
highway  system  will   support   it,   and  therefore   it  is  necessary  to 
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limit  the  highways  included  in  the  system  to  those  upon  which  travel 
concentrates.  The  benefit  theory  means  more  than  making  the 
beneficiary  pay  for  what  he  gets.  It  also  means  giving  him  what 
he  pays  for.  The  test  of  need  of  a  highway  system  is  whether  or 
not,  economically  and  properly  financed,  those  who  use  it  will  pay 
its  costs. 

If  the  system  thus  limited  to  the  principally  traveled  highways  be 
viewed  in  the  large,  it  will  lie  found  that  at  a  given  gas  tax  and 
registration  fee  some  liighways  will  yield  much  inore  than  is  suffi- 
cient to  pay  their  costs,  including  capital  charges,  because  a  four- 
width  road  w-ill  carry  much  more  traffic  than  w-ill  a  two-width  road 
aud  it  does  not  cost  twice  as  much.  Conversely,  some  seldom- 
traveled  roads  cannot  be  maintained  from  motor  taxes  because  a 
tax  sufficient  to  maintain  it  cannot  be  laid  on  the  motor  vehicles, 
there  are  too  few  of  them  going  that  way.  Thus,  the  highway 
enterprise  is  one  of  increasing  returns;  the  more  traffic  over  a  given 
road  the  less  it  costs  to  give  the  service.  The  highways  of  lesser 
use  cannot  be  maintained  by  the  motor  tax  because  there  is  not  a 
linear  relationship  between  use  of  a  highway,  and  hence  yield  of 
revenue,  and  its  cost,  including  maintenance,  and  inotorists  should 
not  be  taxed  for  the  support  of  highways  tipon  which  they  do  not 
travel.  To  lay  a  sufficient  tax  to  maintain  and  construct  all  high- 
ways from  motor-tax  receipts  would  be  a  burden  all  out  of  propor- 
tion to  the  benefits  to  the  motorist. 

The  committee  report  states  that  since  1921  the  motor  population 
has  increased  from  28  to  40  per  paved  mile  of  rural  highway,  but 
it  does  not  state  that  as  increased  motors  are  put  upon  the  roads, 
we  do  not  need  new  highways  in  that  same  proportion  because  the 
new  motorist  travels  largely  over  the  same  roads  that  were  used 
by  the  former,  and  few-  roads  are  now^  used  to  capacity. 

Thus  I  wish  to  make  the  point  for  the  motoring  public  that  if 
the  committee  would  recommend  the  benefit  theory,  then  it  should 
also  recommend  a  sharp  limitation  of  highways  to  be  included  in 
the  system  which  is  worthy  of  support  by  motor  vehicles. 

The  second  possible  point  to  be  used  in  judging  the  committee 
report  from  the  standpoint  of  the  benefit  theory,  is  an  axiom  of 
public  finance.  Payments  for  a  major  improvement  should  be 
spread  over  the  anticipated  life  of  the  improvement.  Highway 
construction,  highway  taxation,  and  highway  administration  are  all 
part  of  a  whole,  and  by  limiting  itself  to  a  consideration  of  taxa- 
tion, I  believe  the  committee  has  limited  its  scope  too  severely. 

Throughout  all  the  report  the  question  of  bond  issues  is  almost 
omitted,  and  I  believe,  improperly.  The  taxation  of  motor  vehicles 
is  but  one  of  the  taxes  imposed  for  the  benefit  of  highways,  and  it 
should  be  coordinated  with  other  taxation  for  highways  so  that  the 
least  injustice  shall  result.    To  coordinate  it,  it  is  necessary  that  the 
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important  element  of  time  be  included.  No  system  of  taxation  or 
scale  of  rates  is  equitable  which  undertakes  to  pay  for  highway 
construction  from  revenue.  If  the  public  be  called  upon  to  judge 
between  a  "  pay-as-you-go  "  policy  by  taxing  motor  vehicles  for 
highway  construction,  and  the  deferred-payment  plan  by  issuing 
bonds  and  levying  a  general  property  tax  for  their  retirement,  it 
will  choose  the  bonding  plan.  It  will  choose  the  latter  plan  because 
the  injustice  of  taxing  general  property  for  the  benefit  of  motorists 
is  less  than  the  injustice  of  making  the  motorist  pay  for  something 
a  motorist  will  get  twenty  years  hence.  But  both  plans  are  unjust. 
As  judged  by  the  benefit  theory,  the  bonds  should  be  issued  but  the 
debt  service  upon  them  met  from  the  motor-vehicle  tax  receipts. 

In  this  connection,  it  may  be  well  to  call  attention  to  the  com- 
mittee's use  of  the  word  "  poor "  state.  Our  chairman  for  this 
evening  is  from  one  of  the  states  called  poor.  Poor  may  mean 
several  things,  but  judged  from  a  standpoint  of  public  finance,  a 
state  endeavoring  to  construct  as  well  as  maintain  a  highway  system 
from  current  revenues  is  a  poorly  financed  state.  Nevada  is  called 
a  rich  state,  but  its  low  percentage  of  levy  on  motor  cars  may  be 
largely  on  account  of  its  receiving  a  large  slice  of  the  federal  aid 
funds.  The  method  of  financing  may  be  more  important  than  the 
per-capita  wealth. 

Thus  far  in  the  discussion  of  the  committee's  report  the  question 
of  taxation  of  the  main-road  user  alone  has  been  considered.  If 
the  main  roads  be  contained  in  the  seven  per  cent  system,  93  per 
cent  of  other  roads  are  excluded,  as  are  all  the  streets  in  incor- 
porated towns.  If  the  question  be  asked:  upon  what  theory  should 
they  be  financed,  the  answer  would  be,  upon  the  benefit  theory,  but 
not  the  direct  benefit  theory — the  territorial  benefit  theory. 

Our  system  of  support  for  public  highways  is  a  product  of  evo- 
lution. Before  the  advent  of  the  motor  car,  all  highways  were 
supported  on  a  local  benefit  basis,  by  the  general  property  tax,  and 
this  was  not  such  a  bad  scheme  because  the  road  user  and  the 
property  owner  composed  a  homogeneous  group.  There  was  little 
inter-community  or  inter-county  travel.  The  excuse  for  initiating 
motor  taxes  w^as  that,  (1)  It  broadened  travel  away  from  the  resi- 
dence of  the  taxpayer  so  that  the  general  property  taxpayer  was  no 
longer  synonymous  with  the  highway  user;  (2)  The  motor  car  re- 
quired a  more  substantial  type  of  road  than  the  former  vehicle; 
(3  )  The  non-motoring  public  did  not  travel,  and  hence  did  not  cause 
an  expense  which  was  ni  any  way  commensurate  with  his  payments 
as  a  property  owner. 

The  committee  would  levy  a  special  assessment  for  highway  pur- 
poses against  property  in  cities  but  not  against  rural  properties. 
From  the  standpoint  of  the  urban  public  the  chief  reason  for 
assenting  to  this  difference  is  that  of  the  difficulty  of  ascertaining 
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what  benefits  accrue  to  a  farmer  for  having  a  road  pass  his  place. 
On  rural  roads  off  the  main  traffic  routes,  the  7  per  cent  system, 
the  beneficiaries  are  the  land  owners,  at  least  more  than  any  other 
group,  and  must  be  looked  to  to  bear  the  brunt  of  financing  their 
own  roads. 

But  in  the  cities  the  application  of  the  benefit  theory  is  compli- 
cated by  the  fact  that  there  are  two  beneficiaries  who  can  be  made 
to  pay,  the  motorist  and  the  property  owner.  To  the  extent  that 
city-owned  motor  traffic  is  concentrated  in  the  cities  the  territorial 
benefit  theory  still  has  considerable  value.  The  city  motorist  and 
the  city  property  ta.xpayers  are  the  same  group.  But  the  motor  car 
requires  a  more  costly  type  of  pavement  in  the  city  than  would 
have  been  otherwise  economical,  and  the  motorist  does  not  use  nor 
benefit  from  the  streets  in  the  proportion  that  he  pays  property 
taxes.  It  is  a  profitable  proposition  for  the  land  owner  in  a  city 
to  have  his  street  paved.  It  is  a  profitable  proposition  for  the 
motorist  to  pay  the  cost  of  a  pavement  if  there  be  sufllcient  motor- 
ists traveling  that  way  and  tlie  capital  charges  be  sjjread  over  a 
reasonable  period. 

Form  of  Speci.\l  Tax;  Gasoline  Tax 

The  committee  report  discusses  the  relative  proportion  of  revenue 
to  be  raised  as  between  the  motor-license  fee  and  the  gas  tax. 

If  it  be  agreed  that  the  beneficiaries  of  the  highway  system  should 
pay  the  cost  of  such  a  system,  all  will  agree  that  each  motorist 
should  be  taxed  on  a  basis  which  will  insure  each  individual  paying 
for  his  share  of  the  cost.  The  proper  relationship  between  gasoline 
ta.xes  and  registration  fees  is  a  question  upon  which  the  engineer 
is  more  qualified  to  be  heard  than  the  economist,  for  the  destruc- 
tiveness  of  a  given  motor  vehicle  varies  with  the  type  of  road  over 
which  the  vehicle  travels. 

The  table  of  registration  fees  is  by  no  means  equally  applicable 
to  all  states,  because  those  states  having  low-grade  pavements  must 
put  a  prohibitive  tax  upon  the  vehicles  weighing  over,  let  us  say, 
six  or  eight  tons.  The  report  gives  little  light  upon  any  principle 
to  be  used  in  determining  the  amount  of  gross  revenue  to  be  raised 
and  applied  to  highways. 

The  motorist  whose  home  is  away  from  a  city  is  taxed  by  the 
general  property  tax  for  his  own  streets.  He  is  also  taxed  by  the 
motor-license  fee  and  gas  tax  to  maintain  the  roads.  It  seems  to 
me  that  in  order  to  ascertain  the  proper  height  of  the  motor  taxes, 
one  must  take  into  account  whether  or  not  part  of  the  receipts  are 
going  to  be  returned  to  the  locality  from  which  they  are  collected, 
and  used  to  relieve  the  burden  upon  the  general  property  taxpayer. 
There  are  two  possible  solutions  to  the  question  of  settling  the 
height  of  the  tax,  and  it  is  a  question  of  relative  injustice.    Whether 
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by  a  low  motor-tax  rate  and  local  support  of  local  roads  by  the 
general  property  tax  more  injustice  is  done  to  the  land  owner  by 
making  him  pay  for  some  of  the  expense  caused  by  the  motorist, 
or  whether  a  higher  motor-vehicle  tax  a  part  of  which  would  be 
returned  to  the  localities  would  work  a  greater  hardship  upon  the 
motorist  by  making  the  trunk-line  user  city  motorist  pay  for  roads 
upon  which  he  does  not  travel.  But  I  do  not  wish  these  remarks  to 
be  interpreted  to  mean  that  each  individual  road  shall  be  judged 
worthy  of  support  by  its  traffic  and  hence  a  yield  of  revenue,  as 
was  suggested  this  afternoon.  The  traffic  upon  the  main  roads  is 
not  solely  caused  by  travel  between  distributing  centers.  Much  of 
it  originates  on  the  side  or  feeder  roads,  and  it  seems  to  me  that  in 
a  highway  system  supported  by  motor-vehicle  taxes,  the  branch-line 
principle  is  as  applicable  as  it  is  in  railway  transportation. 

In  deciding  the  height  of  the  tax  upon  motor  vehicles,  those  who 
set  the  tax  rates  must  consider  that  only  highways  traveled  by  the 
great  majority  of  motorists  are  worthy  of  state  support.  For  to  do 
otherwise  is  to  compel  the  motorist  who  does  not  travel  off  the  main 
routes  to  support  highways  upon  which  he  seldom  travels.  But 
local  roads  must  be  supported  some  way,  and  in  order  to  prevent 
the  land  owner  from  being  taxed  for  the  benefit  of  the  motorist, 
the  level  of  rates  should  be  set  so  that  the  tax  receipts  will  care  for 
the  roads  upon  which  the  motor  traffic  concentrates.  Then  let  the 
land  owner  pay  for  the  roads  which  will  not  yield  enough  revenue 
at  the  given  tax  rate  to  support  themselves.  But  after  the  tax  rate 
has  been  set,  the  travel  upon  the  road,  not  the  locality  of  use,  is 
the  proper  criterion  of  judging  the  worthiness  of  support  of  the 
given  highway. 

If  the  highways  be  classified  in  accordance  with  the  amount  of 
motor  travel,  and  only  those  upon  which  the  great  bulk  of  motor 
travel  occurs  be  supported  from  motor  taxes,  and  the  system  of 
bonds  retired  from  motor  taxes  be  initiated,  the  gasoline  manu- 
facturers will  have  no  complaint  because  the  gasoline  tax  will  not 
be  sufficient  to  force  its  being  shifted  to  the  producer  in  appreciable 
amounts  entirely  possible  that  high  gas  taxes  are  shifted,  in  part, 
back  to  the  producer.  If  the  railroads  be  called  upon  for  taxes 
only  for  the  local  roads,  their  tax  burdens  will  be  so  materially 
lessened  that  we  will  hear  no  more  from  them. 

General  Taxation  of  Motor  Vehicles 

1.  From  the  standpoint  of  the  general  property  taxpayer,  if  per- 
sonal property  be  taxed  in  a  state,  motor  vehicles  should  also  be 
taxed,  but  at  the  same  rate  and  the  same  relative  relationship  be- 
tween sale  value  and  assessed  value  as  other  personal  property. 

2.  ■Motor  Business  Taxes. — From  the  standpoint  of  the  business 
taxpayer,  if  a  business  tax  be  imposed  upon  other  common  carriers. 
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there  is  no  reason  for  exeniptintj  motor-vehicle  common  carriers. 
They  should  be  taxed  upon  their  tax-paying-  ability,  rather  than 
upon  an\^  basis  of  placing  an  economic  handicap  upon  them  as  was 
suggested  in  our  Saranac  conference.  The  general  business  man 
could  recommend  that  tlic  revenues  thereof  lie  placed  in  the  general 
fund  of  the  state. 

For  the  present,  in  this  immature  stage  of  motor-vehicle  common- 
carrier  system,  it  is  the  writer's  belief  that  t!ie  business  tax  should 
be  placed  ui)on  the  gross  receipts  because  of  the  ease  of  collection 
of  such  a  tax  and  its  definiteness  of  levy. 

General  Summary 

In  the  general  summary  there  are  no  recommendations  or  resolu- 
tions. Perhaps  the  committee  has  no  recommendations  or  reso- 
lutions, but  after  such  an  exhaustive  study  it  seems  there  should 
have  been  some  conclusions  upon  which  the  National  Tax  Associa- 
tion could  act  as  a  body. 

Chair.max  Normax:  The  motor  vehicle  competes  not  only  with 
the  steam  railroads  but  with  the  street  railway  company,  and  so 
]\Ir.  Charles  L.  Carr.  general  solicitor  of  the  Kansas  City  Public 
Service  Company,  has  been  asked  to  present  the  position  of  the 
street  railways  on  motor-vehicle  taxation.     Mr.  Charles  L.  Carr. 

Charles  L.  Carr  (Missouri )  :  ]\Ir.  Chairman.  Ladies  and  Gentle- 
men :  I  have  been  asked  to  pinch-liit  for  the  president  of  the  Kansas 
City  Public  Service  Company,  who  could  not  be  here  tonight,  and 
I  hope  you  will  bear  with  me  in  the  few  rambling  remarks  which 
I  shall  make. 

The  subject  has  been  ap])roached  and  discussed  by  the  committee 
mainly  from  the  standpoint  that  the  tax  for  the  construction  and 
maintenance  of  public  streets  and  highways  should  be  upon  the 
motor  vehicle  and  the  adjacent  property  owners.  The  committee 
report  does  note  in  a  few^  words  and  in  brief  general  language  an 
exception  to  the  foregoing  placement  of  said  tax.  substantially  in 
the  following  language:  Except  where  the  expense  of  the  public 
highway  can  be  equitably  and  conveniently  placed  on  public  utili- 
ties, common  carriers  and.  in  particular,  street  railway  companies. 

The  committee  has  covered  a  broad  tax  field  in  those  few  words 
in  which  the  exception  has  been  couched.  It  is  to  the  above  excep- 
tion, not  discussed  by  the  committee,  and  then  only  in  so  far  as 
street  railways  are  concerned,  that  1  desire  to  direct  my  remarks. 

First,  I  want  to  take  you  back  to  the  early  days  of  street  railway 
operation.  I  am  not  going  to  be  long  in  my  discussion,  as  the  hour 
is  getting  late. 

In  the  early  days  of  street  railway  operation  there  was  no  auto- 
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mobile  competition.  'I'lie  street  railway  in  the  city  was  the  only 
fast  means  of  transportation.  There  was  no  real  competition  by 
the  horse-drawn  vehicle.  It  was  too  slow.  Street  railway  com- 
panies in  the  cities  had  a  monopoly.  They  were  earning  a  reason- 
able and  perhaps  an  excessive  profit.  As  a  consequence,  they  were 
very  liberal  in  assuming  obligations  and  particularly  when  obtain- 
ing franchises.  They  were  willing  to  agree  to  anything;  and  so 
far  as  this  subject  tonight  is  concerned,  they  were  willing  to  agree 
to  pave  between  the  tracks  and  eighteen  inches,  more  or  less,  out- 
side of  the  tracks,  in  order  to  get  the  franchise. 

In  the  day  of  the  horse-drawn  or  mule  car,  there  was  a  valid 
reason  for  imposing  upon  the  street  railway  company  a  portion  of 
the  paving  burden.  It  was  argued,  and  rightly  so,  that  the  horses 
and  mules  helped  to  wear  out  the  pavement,  and  that  the  street 
railway  company  should  stand  at  least  a  portion  of  the  paving 
expense. 

When  the  change  was  made  from  horse  or  mule  car  to  the  elec- 
tric car,  however,  this  reason  for  assessing  street  railway  companies 
with  general  pavmg  charges  disappeared  and  faded  into  the  back- 
ground, but  the  precedent  had  been  established  that  street  railway 
companies  must  pay  for  pavement  construction  and  maintenance 
within  the  rails  and  for  a  distance  outside  the  rails,  and  the  street 
railway  company,  prospering  at  the  time,  continued  with  little  or  no 
objection  to  make  such  pavement. 

Later,  when  the  automobile  came,  bringing  with  it  fast  and  real 
competition  with  the  street  car,  and  the  desire  of  people  to  ride  on 
rubber,  there  was  a  decrease  in  the  riding  habit  on  street  railway 
cars.  Such  decrease  has  liecome  so  great  in  the  last  few  years  that 
the  street  railway  companies  of  the  country  have  had  either  to 
abandon  operation,  curtail  service,  go  into  receivership,  or  continue 
operation  by  practicing  the  strictest  economy. 

In  Kansas  City,  on  account  of  decreasing  revenue,  it  has  been 
necessary  to  change  all  street  railway  equipment  for  operation  by 
one  man  rather  than  two,  and  now  the  local  street  railway  system 
is  100  per  cent  one-man  in  its  operation. 

Notwithstanding  the  great  reduction  in  operating  expenses  that 
has  been  effected  by  the  local  street  i-ailway  company  it  has  been 
compelled  to  go  to  the  public  service  commissions  of  the  states  of 
Missouri  and  Kansas  in  an  attempt  to  obtain  relief  through  higher 
rates.  .  A  test  rate  case  is  bein.g  tried  at  this  time  to  obtain  new  and 
replace  old  equipment,  and  to  attract  new  capital,  but  it  is  not  bring- 
ing in  the  revenue  that  is  necessary  to  maintain  a  first-class  street 
railway  service. 

The  local  street  railway  system  (Kansas  City) — aside  from  pay- 
ing approximately  $580,000.00  a  year  for  taxes  of  various  kinds — 
in  the  three-year  period  from  October  15,  1926  to  October  15,  1929, 
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expended  $792,000.00  lor  reconstructing  street  paving;  an  expendi- 
ture that,  if  the  street  railway  tracks  had  not  been  present,  would 
have  been  assessed  against  adjoining  private  property. 

It  is  submitted  that  something  should  be  done  at  this  time  to 
relieve  street  railway  companies  of  the  burden  occasioned  by  paving 
charges  and  assessments.  To  avoid  such  burden  some  companies 
are  doing  away  with  the  rail.  Some  are  substituting  the  trackless 
trolley;  others  are  substituting  the  bus.  Many  companies,  however, 
do  not  have  the  available  capital  to  make  the  change.  In  the  latter 
situation,  the  public  governing  body — either  the  municipality  or  the 
state,  as  the  case  may  be — through  proper  legislation,  should  relieve 
the  street  railway  company  of  the  paving  burden  so  that  it  may 
continue  its  public  function. 

I  have  already  pointed  out  that  the  original  reason  for  requiring 
street  railway  companies  to  pay  for  paving  construction  and  main- 
tenance, namely,  that  the  horses  and  mules  wore  out  the  paving, 
disappeared  with  the  advent  of  the  electric  car.  Another  reason, 
however,  is  now  advanced  for  requiring  street  railways  to  partici- 
pate in  paving  cost.  It  is  stated  that  street  railways  in  using  the 
public  streets  are  enjoying  a  special  privilege  and  they  should  be 
taxed  in  return  for  said  special  privilege.  This  argument  over- 
looks the  fact  that  such  special  privilege  may  be  of  great,  or  of  little 
or  no  value,  to  the  railway  company,  and  overlooks  the  two- fold 
duty  of  said  company  —  first,  to  furnish  adequate  and  necessary 
transportation  to  the  public,  and  second,  to  return  a  fair  and  reason- 
able compensation  for  the  private  capital  used  itj  the  public  service. 

It  is  submitted  that,  while  a  street  railway  using  a  public  street 
does  have  a  special  privilege  therein,  such  privilege  should  not  be 
taxed  or  assessed  —  as  for  paving  —  if  (a)  the  exercise  of  such 
special  privilege  does  not  result  in  a  fair  and  reasonable  return  for 
the  use  of  the  private  capital  invested  (does  not  result  in  a  private 
special  benefit),  or  (b)  if  the  taxing  of  such  privilege  would  result 
in  crippling  the  public  transportation  service  necessary  to  be  ren- 
dered— particularly  to  that  percentage  of  the  people  who  cannot 
afiford  to  buy  or  use  automobiles,  or  (c)  if  the  taxing  of  such  privi- 
lege would  result  in  the  poor  man,  riding  on  the  street  car,  not 
using  or  wearing  out  the  pavement,  paying  the  street  construction 
and  maintenance  cost  for  the  richer  and  more  favored  citizen  who 
by  the  daily  use  of  his  motor  vehicle  benefits  by.  and  damages,  such 
pavement. 

In  cities  such  as  Kansas  City,  and  in  the  larger  cities  of  the 
country,  it  is  a  matter  of  public  necessity — in  order  that  the  business 
of  the  city  be  carried  on — that  street  railways  continue  to  operate. 
In  furtherance  of  such  public  necessity,  speaking  generally,  the 
street  railways  of  this  country,  in  their  present  ])oor  financial  con- 
dition, should  be  relieved  of  many  burdens  now  imposed  upon  them. 
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and  particularly,  relieved  of  paving  burdens  either  entirely  or  at 
least  to  the  extent  that  such  paving  is  not  beneficial  to,  or  used, 
damaged  or  made  necessary  by,  the  street  railway.  The  minimum 
paving  relief  that  should  be  granted  should  be  to  relieve  the  street 
railway  of  all  construction  costs  that  would  be  borne  by  adjoining 
property  or  other  agencies  if  no  street  railway  existed  in  the  street, 
and  of  all  maintenance  costs  other  than  those  occasioned  by  the 
street  railway. 

Relief  has  been  granted  to  the  street  railway  companies  in  some 
states,  including  Connecticut,  Indiana,  Iowa,  IMassachusetts,  Mon- 
tana, New  Jersey,  New  Hampshire  and  Utah,  by  the  passage  of 
legislation  removing  all  or  the  major  portion  of  the  paving  cost. 
Various  local  communities  throughout  the  country  have  likewise 
relieved  the  street  railway  companies  from  the  paving  burdens. 

The  trend  to  relieve  the  street  railway  from  paving  burdens  and 
the  changed  condition  necessitating  such  relief  are  well  stated  in 
the  case  of  Indianapolis  Street  Railway  Company  versus  City  of 
Indianapolis,  reported  in  Public  Utility  Reports  Annotated,  1922  E. 
commencing  at  page  545.  In  that  case  the  Indiana  Public  Service 
Commission  held  that  the  Indianapolis  Street  Railway  Company 
had  been  freed  from  franchise  and  ordinance  paving  obligations  by 
its  acceptance  of  an  indeterminate  permit  under  the  Indiana  State 
Law.  This  state  law  was  later  broadened  to  relieve  all  street  rail- 
ways in  the  state  of  Indiana  from  paving  charges. 

In  the  above  case  the  Indiana  Public  Service  Commission  quoted 
from  decisions  of  the  Rhode  Island  Utilities  Commission  and  the 
California  Commission,  as  follows: 

"  '  Throughout  the  country  it  seems  to  be  clearly  the  con- 
sensus of  opinion  on  the  part  of  those  who  have  made  a  study 
of  the  problem,  that  the  trolley  companies  should  be  relieved 
of  franchise-tax  payments,  and  the  obligation  to  pay  for  pave- 
ments, which  are  in  efifect  an  indirect  tax  upon  the  car  rider.' 

"  The  California  Commission  has  spoken  to  the  point  on  this 
subject  as  follows: 

"  '  The  question  must  be  answered  whether,  under  present 
conditions,  it  is  equitable  and  ni  the  best  interest  of  the  city  to 
continue  such  a  burden  on  the  street  railway  and,  therefore,  on 
the  car  riders. 

'"  In  the  earlier  history  of  street  railway  operations,  paving 
clauses  were  inserted  in  the  franchises  in  an  effort  to  make  the 
companies  share  some  portion  of  the  street  railway  profits  with 
the  municipality  which  granted  the  franchise.  No  objection 
could  be  offered  to  such  a  procedure  if  the  old  conditions  still 
existed.  They  no  longer  exist  however.  The  speculative  profit 
has  been  entirely  eliminated  from  street  railway  operation  dur- 
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ing  tlic  last  years,  and  it  is  now  no  longer  a  question  of  exces- 
sive profits  but  rather  of  finding  the  necessary  revenue  to  pay 
operating  expenses,  depreciation  and  a  moderate  return  on 
actual  value  or  actual  investment.  In  addition,  the  great 
change  brought  about  by  electrical  operation,  as  compared  with 
the  old  horse-cars,  has  had  a  large  effect  on  this  item.'  " 
(Pages  565-566.) 

The  Indiana  Public  Service  Commission  summed  up  its  decision 
in  the  Indianapolis  Street  Railway  case  (page  567),  as  follows: 

■■  We  must  accept  changed  conditions  and  solve  the  problems 
of  today  in  the  light  of  these  changes.  The  day  of  horse  and 
mule  cars  is  past.  Street-car  companies  no  longer  have  any  use 
for  an  improved  pathway  along  the  line  of  their  tracks.  Pas- 
senger traffic  has  changed  and  we  are  all  aware  that  it  has 
suffered  great  diminution  in  recent  years  by  the  private  auto- 
mobile which  not  only  causes  a  loss  in  revenue  but  impedes 
traffic  by  using  the  street-car  tracks,  and  wears  out  the  pave- 
ment, for  which  the  city  is  asking  the  petitioner  to  pay. 

'■  If  this  burden  is  to  be  carried  by  the  street-car  company, 
it  must  of  course  in  turn  be  borne  by  the  car  riders  through  an 
increase  in  fares.  This,  to  t'he  Commission,  seems  unfair. 
This  means  that  the  citizen  who  lives  two  or  three  blocks  away 
from  the  car  line  must  pay  for  paving  his  own  street  and  then 
contribute  his  part  for  paving  the  street  on  which  the  car  track 
is  located  when  the  law  places  the  burden  on  the  adjacent 
property  owner. 

■■  It  is  argued  that  the  abutting  property  owner  should  not  be 
required  to  pay  more  than  it  would  cost  to  pave  the  street  if 
not  occupied  by  street-car  tracks.  The  Commission  finds  no 
fault  with  this  argument  and  if  the  property  is  not  benefited  to 
the  extent  of  such  excess,  the  city  should  so  find  and  defray 
this  excess  expense  from  the  general  fund. 

"  It  is  not  the  province  of  the  Commission  to  say  whether 
the  paving  between  the  tracks  should  be  paid  for  by  the  abut- 
ting property  owners,  by  the  owners  of  vehicles  or  by  the  city 
out  of  its  general  fund;  but  it  is  certain  that  the  street-car 
riders  as  a  group  should  not  be  assessed  for  such  paving  and, 
therefore,  that  the  ordinance  should  be  held  to  be  unreason- 
able." 

Mr.  Chairman,  in  conclusion,  it  is  submitted  that  the  street  rail- 
way companies  of  the  country  should  be  relieved  of  paving  burdens 
and  that  these  burdens  should  be  assessed  and  taxed  against  others. 
The  different  papers  that  have  been  read  here  tonight  have  thor- 
oughly and  completely  discussed  the  agencies    (other  than   public 
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utilities)  that  should  contribute  to  the  expense  of  constructing  and 
maintaining  our  public  streets  and  public  highways.  Paraphrasing 
the  language  of  the  Indiana  commission  in  the  Indianapolis  Street 
Railway  case  above  referred  to  and  quoted  (particularly  after  hear- 
ing the  able  papers  read  here  tonight),  it  is  not  necessary  for  me 
as  a  street  railway  representative  to  say  whether  the  paving  between 
the  tracks  should  be  paid  for  by  the  abutting  property  owners,  by 
the  owners  of  vehicles  or  by  the  city  out  of  its  general  fund;  but 
it  is  certain  that  the  street-car  riders  and  the  street  railway  com- 
panies should  not  be  assessed  for  such  paving.  In  the  language  of 
the  Committee's  report,  the  expense  of  constructing  and  maintain- 
ing our  public  streets  and  highways — which  is  largely  paving  ex- 
pense— should  be  equitably  (even  though  not  so  conveniently)  taxed 
to  and  assessed  against  those  people  who  benefit  by  and/or  make 
use  of  improved  public  streets  and  highways.     I  thank  you. 

Chairman  Norman  :  The  papers  are  now  open  for  general  dis- 
cussion, each  speaker  to  be  limited  to  five  minutes.  Please  give 
your  names  for  the  benefit  of  the  reporter. 

Edward  L.  Kelley  (Wisconsin)  :  Mr.  Chairman.  I  desire  to  cor- 
rect a  statement,  or  rather  a  misunderstanding  that  might  arise 
from  the  statement  by  the  gentleman  from  Michigan  with  reference 
to  the  expenditure  by  Wisconsin  of  its  gasoline  tax.  The  statement 
was  that  in  Wisconsin  and  in  one  other  state  the  money  was  col- 
lected by  the  state  treasurer  without  any  direction  whatever  as  to 
its  expenditure.  The  fact  is  the  money  that  is  collected  by  the 
state  treasurer  is  automatically  under  the  law  reappropriated  exclu- 
sively for  highway  purposes.  The  money  raised  by  this  tax  in  the 
past  has  been  exclusively  for  that  purpose. 

I.  A.  Acker  (North  Dakota)  :  I  do  not  desire  to  make  a  speech 
here  or  to  make  any  observations  on  anything  that  has  been  said, 
but  I  would  like  to  ask  a  question  of  the  gentleman  who  made  the 
committee  report.  I  am  interested,  as  ta.x  commissioner  of  North 
Dakota,  in  the  taxation  of  motor  vehicles  engaged  in  hauling  pas- 
sengers and  freight.  Now,  the  railroads  in  my  state  are  paying  in 
taxes  approximately  eight  per  cent  and  upwards  of  their  gross  earn- 
ings. I  feel  that  the  motor-vehicle  busses  are  not  paying  their  fair 
share  of  taxes.  For  some  reason  the  farmers  of  my  state  have  thus 
far  failed  to  recognize  that  fact. 

I  would  like  to  ask  your  chairman  if  it  is  the  consensus  of  opinion 
of  the  committee  that  such  busses  should  pay  at  least  the  same  rate 
of  taxation  that  railroads  pay. 

Mr.  Martin  :  Mr.  Chairman,  the  committee,  as  indicated  in  pre- 
senting the  report,  has  not  given  as  much  study  to  the  question  the 
gentleman  raises  as  it  would  like  to  do  before  expressing  its  opinion 
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finally  on  that  subject.  Putting  the  thing  in  sucli  general  terms  as 
those  in  which  the  question  was  cast,  I  think  we  may  say  that,  so 
far  as  business  taxes  imposed  on  the  different  classes  of  utilities 
are  concerned,  the  rates  ought  to  be  such  as  to  impose  substantially 
equal  burdens  on  the  different  classes  of  utilities,  that  is  to  say,  on 
railroads,  street  railways,  motor  busses,  and  so  forth.  That  is  what 
the  committee  suggests  in  its  report.  As  to  the  form  in  which  those 
taxes  should  be  levied,  the  committee  suggested  tentatively  that 
although  gross  receipts  taxes  have  been  generally  proposed  by 
critics,  if  it  can  be  done — and  the  committee  desires  more  facts 
before  expressing  its  judgment — a  gross-net  or  a  net  income  tax  on 
the  business  would  be  an  improvement,  so  far  as  equity  is  con- 
cerned. 

While  I  am  speaking,  Mr.  Chairman,  may  I  make  two  inde- 
pendent observations.  In  the  first  place,  the  discussion  of  the  report 
by  Mr.  Dougherty  would  suggest  that  the  committee  was  charged 
with  the  problem  of  highway  finance  in  general.  Those  were  not 
the  terms  under  which  the  committee  was  designated,  but  rather  the 
taxation  of  motor  vehicles  and  related  taxes;  so  that  the  committee 
avoided  as  far  as  it  could,  without  omitting  any  questions  that  were 
too  intimately  connected  with  the  taxation  of  motor  and  related 
taxes,  the  question  of  whether  or  not  bonds  should  be  issued  and 
the  question  of  the  distribution  of  the  funds.  That  question,  inci- 
dentally, has  been  dealt  with  in  a  thorough-going  manner  by  a.  for- 
mer committee,  whose  report  we  commend  to  the  conference. 

The  second  observation  has  to  do  with  the  address  that  was  de- 
livered so  courageously  by  Mr.  Carr.  I  ought  to  apologize  for 
making  this  correction  of  a  misapprehension  on  the  part  of  Mr. 
Carr,  because  he  was  not  designated  as  a  speaker  for  this  occasion 
until  today,  and  he  did  not  have  a  chance  to  study  the  report  as 
made.  However,  the  committee  was  rather  definitely  explicit  in 
saying  that  those  charges  that  were  to  be  more  equitably  and  con- 
veniently imposed  were  to  be  imposed  as  special  assessments  on 
abutting  real  estate  and  not  on  other  taxable  property,  that  is,  not 
on  the  public  in  a  general  sense.  The  committee's  formulation  of 
that  proposition  was  that  those  expenses  that  have  been  made  neces- 
sary by  the  coming  of  the  automobile,  that  is  to  say,  those  expenses 
that  are  in  excess  of  what  they  would  probably  have  been  in  the 
absence  of  the  automobile,  ought  to  be  borne  by  motorists,  in  so  far 
as  they  are  not  more  equitable  and  conveniently  assessable  against 
abutting  real  i)roperty. 

Mr.  Acker:  Mr.  Chairman,  may  I  ask  another  question?  Will 
tliese  papers,  especially  the  papers  this  evening,  be  available  for  the 
legislatures  which  meet  immediately  after  January  1st?  Will  these 
papers  be  published  so  that  we  may  have  the  benefit  of  them,   for 
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the  use  of  the  legislatures  right  alter  January  1st?  I  suppose  a 
great  many  legislatures  convene  after  the  first  of  January.  Ours 
does  in  North  Dakota.  Now,  it  would  be  a  wonderful  thing  if  these 
papers  could  be  published  so  that  we  could  have  them  and  use  them 
for  the  legislative  committees. 

Chairman  Norman:  The  secretary  tells  me  that  if  he  is  not 
unavoidably  delayed  he  will  have  these  papers  published  in  pamph- 
let form  within  the  next  sixty  days. 

M.  H.  HuNTKR  (Illinois)  :  I  happened  to  be  on  this  committee 
although  much  to  my  sorrow  I  cannot  take  any  credit  for  having 
had  anything  to  do  with  the  report  which  the  chairman  has  sub- 
mitted. Circumstances  made  it  impossible  for  me  to  cooperate  this 
year.  Some  of  you  may  remember,  however,  that  we  had  two  re- 
ports on  this  subject  before,  and  I  happen  to  have  been  the  goat  in 
the  preparation  of  each  of  those  reports.  I  might  say  it  is  one  of 
my  regrets,  and  I  suspect  always  will  be,  that  it  was  impossible  for 
me  to  be  at  Saranac  Lake  last  year  to  take  part  in  the  lively  discus- 
sion which  I  understand  you  had. 

I  do  w-ant  to  make  two  or  three  observations,  largely  in  support 
of  the  report  as  given,  and  two  or  three  of  the  points  mentioned  in 
the  discussion  following  the  report. 

VVe  have  had  considerable  discussion  at  these  conferences  on  the 
ability-to-pay  principle,  and  somebody  once  o:  twice  rather  decried 
the  fact  that  in  the  gasoline  tax  we  were  going  back  to  the  benefit 
principle  and  are  not  using  the  ability-to-pay.  I  think  we  never  left 
the  benefit  principle.  If  it  is  possible  to  measure  individual  benefits 
in  the  giving  of  a  public  service,  then  it  is  perfectly  correct  to  levy 
a  special  tax  in  accordance  with  that  benefit. 

I  think  it  has  been  very  well  demonstrated — I  do  not  need  to  go 
into  it — that  the  gasoline  tax  does  that;  but  if  you  want  the  ability- 
to-pay  principle,  you  can  very  well  justify  the  gasoline  tax  on 
that  principle.  Suppose  you  pay  $2000.00  for  an  automobile.  You 
drive  it  40,000  miles,  and  it  has  a  turn-in  value  of  say  $500.00. 
You  get  10  miles  to  a  gallon.  You  will  have  paid  at  least  $120.00 
tax,  and  depreciation  will  be  $1500.00.  Anybody  that  can  take 
$1500.00  depreciation  is  not  going  to  growl  very  much  about  $120.00 
tax.  It  is  the  people  who  cannot  pay  $120.00  tax  that  do  not  buy 
automobiles.     So,  it  does  conform  to  ability. 

One  of  the  gentlemen  seemed  very  much  exercised  by  the  fact 
that  some  states  are  using  a  part  of  the  gasoline  tax  for  other  than 
highways.  I  am  not  sure  but  what  we  ought  to  do  that.  I  think 
you  can  find  some  states  perhaps  where  an  extra  one-half  cent  on 
gasoline  can  be  much  more  easily  paid,  for  education,  than  could 
be  an  increase  in  the  tax  on  real  estate.  Now.  if  the  motoring 
public  is  better  able  to  pay  for  education  than  is  the  owner  of  real 
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estate,  then  it  is  perfectly  correct.  And  if  you  happen  to  live  in  a 
state  in  which  there  are  a  lot  of  people  coming  in  as  summer 
tourists,  then  perhaps  that  is  the  best  way  to  support  part  of  your 
education.     Let  them  pay  part  by  way  of  the  gasoline  tax. 

Here  is  where  the  college  professor  is  coming  in  again.  One  of 
the  speakers  said  it  was  not  a  good  principle  of  public  finance  not 
to  borrow  for  building  roads.  I  think  it  is  a  very  good  principle 
of  public  finance  to  borrow  only  in  an  emergency,  and  too  fre- 
quently we  have  not  followed  that.  If  you  are  going  to  build,  let 
us  say,  100  miles  of  road  this  year,  and  100  miles  next  year,  and 
100  miles  the  next  year,  as  far  as  you  can  see  you  are  going  to  be 
building  100  miles  of  roads  for  the  next  twenty  years  and  so  on. 
As  you  are  building  more  miles  you  are  making  charges  that  are 
going  to  keep  up,  so  you  will  probably  have  that  same  expenditure, 
about — I  don't  know  how  long.  Then  you  cease  to  have  an  emer- 
gency. You  have  a  regularly  recurring  expenditure,  and  the  best 
way  to  finance  regularly  recurring  expenditures  is  on  the  pay-as- 
you-go  policy.  If  we  all  w^ould  follow  that  we  would  liavc  much 
less  trouble  in  our  public  finance. 

I  want  to  ask  just  one  or  two  questions  of  JNIr.  Ragle.  His  dis- 
cussion reminded  me  of  two  speakers  I  heard  at  a  meeting  in  1921 
or  1922,  when  we  were  discussing  some  federal  tax.  One  of  them 
said.  "  Let  us  abolish  federal  taxes,  it  is  crushing  industry."  And 
the  other  said,  "  Let  us  abolish  federal  taxes,  they  are  responsible 
for  the  high  prices  of  products  to  the  consumer."  Now,  which  is 
right?  About  half  of  Mr.  Ragle's  discussion  dwelt  upon  the  gaso- 
line tax  falling  upon  the  oil  industry,  and  in  the  other  half  he 
talked  about  the  gasoline  tax  as  being  on  the  motorists.  It  cannot 
be  both.  If  the  oil  industry  bears  it.  the  motorist  does  not,  or  if 
the  motorist  bears  it,  the  oil  industry  does  not ;  so  I  don't  know 
who  bears  the  gasoline  tax. 

In  the  last  part  of  his  discussion  he  used  rather  an  indefinite 
pronouncement.  He  says  your  iridescent  bubble  will  burst.  I  don't 
know  whose  bubble  it  is.  I  don't  know  just  to  whom  he  referred 
by  '■  your."  As  a  matter  of  actual  fact  it  is  the  people  who  bought 
automobiles  that  wanted  hard  roads.  If  we  had  not  had  auto- 
mobiles we  would  not  have  the  roads  we  have  today.  I  have  not 
heard  many  people  object  strenuously.  As  a  matter  of  fact,  if  you 
were  to  give  up  the  gasoline  tax  or  not  have  the  roads,  which 
choice  would  they  take?  About  the  only  time  I  can  see  when  they 
are  going  to  object  to  it  is  when  we  have  airplanes  and  do  not 
need  roads. 

Chairmax  Normax:  Any  further  discussion?  Permit  me  to 
express  to  you  my  appreciation  of  the  privilege  I  had  this  evening 
of  presiding  over  this  distinguished  body.  I  am  now  going  to  turn 
the  meeting  over  to  Professor  Fairchild. 
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of  the  conference  will  be  interested  to  know  that  there  have  been 
enrolled  420  members  at  the  conference,  representing  41  states  and 
Canadian  provinces. 

I  have  here  a  letter  from  Mr.  G.  S.  Carpenter,  president  of  the 
Liberty  Memorial  Association  of  Kansas  City,  extending  through 
me  to  the  members  of  this  conference  a  cordial  invitation  to  visit 
the  war  memorial  of  the  city,  and  offering  special  courtesies  to  any 
of  our  members  who  may  choose  to  take  advantage  of  this  invi- 
tation. 

It  has  been  arranged  to  have  present  in  the  ante-room  tomorrow 
morning  representatives  of  the  various  railway  companies,  who 
will  be  there  to  serve  your  convenience  by  arranging  for  railroad 
transportation  and  making  pullman  reservation. 

Is  there  any  other  business  to  come  before  this  session  ? 

(No  response) 

(Motion  made  to  adjourn  and  duly  seconded) 
(Adjournment) 
13 


FIFTH  SESSION 

W'edxesuav,  Octoker  22,  1930 
9:30  o'clock  A.  M. 

Alfred  E.  IIolco.mjj,  Treasurer  of  the  National  Tax  Association, 
presiding. 

Chairmax  HoLCOMi! :  The  meeting  will  please  come  to  order. 
Suggestion  is  made  that  you  step  up  a  little  closer.  It  will  be  a 
little  easier  to  conduct  the  meeting  if  you  will  come  forward  where 
we  can  have  a  little  closer  harmony. 

The  session  this  morning  is  a  continuation  of  a  trial  we  made 
last  year  of  the  discussion  of  some  of  the  questions  of  law.  We 
carried  it  out  last  year,  but  it  was  interfered  with  so  that  it  was  not 
regarded  as  a  highly  successful  attempt.  There  was  a  demand  on 
the  part  of  the  program  committee  that  we  continue  the  attempt 
this  year,  to  see  if  there  was  a  real  desire  to  have  some  discussion 
of  legal  procedure  in  tax  questions. 

In  selecting  the  leader  of  the  discussion,  I  asked  Doctor  Water- 
man, of  the  University  of  Arkansas,  Dean  of  the  Law  School,  to 
lead  us  in  running  over  a  few  cases  that  he  thought  would  be  of 
interest  to  the  members.  Dean  Waterman  is  a  student  of  the  law. 
He  was  instrumental  in  drafting  the  very  fine  report,  made  four  or 
five  years  ago,  on  Arkansas  business  conditions.  I  regard  that 
report  as  a  very  valuable  one  and  highly  interesting.  If  you  have 
not  seen  it  I  think  you  would  be  benefited  by  looking  into  that 
report.  Knowing  that  he  had  just  about  established  this  law  school 
1  thought  it  was  highly  appropriate  that  we  should  hear  from  him. 
I  therefore  call  upon  Doctor  J.  S.  Waterman,  Dean  of  the  Law 
School  of  the  University  of  Arkansas,  Fayetteville,  Arkansas 

Doctor  J.  S.  Waterman  (Arkansas):  Ladies  and  Gentlemen: 
When  the  late  Henry  Adams  was  asked  to  teach  ancient  history  at 
Harvard,  he  replied  that  he  knew  nothing  about  ancient  history, 
and  less  about  teaching,  and  too  much  about  Harvard.  I  felt  the 
same  way  when  Mr.  Holcomb  asked  me  to  address  the  National 
Tax  Association  on  current  tax  decisions ;  the  only  difference  be- 
tween Mr.  Adams  and  myself  was  that  Mr.  Adams  refused  the 
invitation. 

(194) 
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Now,  I  have  handed  to  your  secretary  a  paper  which  is  to  be 
printed.  The  one  I  am  deUvering  is  merely  a  brief  outline  of  that 
paper,  or  rather  a  brief  digest;  and  the  reason  that  I  am  delivering 
a  digest  of  that  paper  can  be  traced  to  a  remark  of  the  late  Presi- 
dent Hadley  of  Yale,  who  invited  a  gentleman  to  address  the  Yale 
students,  and  this  gentleman  asked  him  how  long  he  would  speak. 
President  Hadley  replied  that  it  was  a  tradition  at  Yale  that  no 
souls  were  ever  saved  in  the  Yale  chapel  after  the  first  twenty 
minutes.  I  am  not  trying  to  save  souls,  but  I  hope  I  can  keep 
you  here. 

I  have  not  attempted  to  run  over  all  the  decisions.  What  I  have 
done  is  to  select  a  few  cases  which  seemed  important  to  me.  To 
those  present  who  think  there  are  cases  of  gceater  importance,  I 
trust  the  brevity  of  my  speech  will  permit  you  to  comment  on  such 
cases. 

To  me  the  most  interesting  decision  since  the  last  conference  was 
that  of  the  United  States  Supreme  Court  in  Farmers  Loan  &  Trust 
Company  versus  State  of  Minnesota.  It  has  been  said  of  that  de- 
cision, I  think  in  Barron's  Weekly,  that  it  is  the  most  revolutionary 
decision  ever  rendered  by  the  United  States  Supreme  Court  affect- 
ing death  taxes.  I  don't  think  we  need  be  frightened  by  the  use  of 
the  word  "  revolutionary,"  because  even  though  we  may  consider 
it  a  revolutionary  decision,  I  certainly  think  it  tends  to  benefit  the 
conservative  element. 

A  REVIEW  OF  SOME  RECENT  LEADING 
TAN  DECISIONS 

J.   S.   W.\TERMAN 
Law  School^  University  of  Arkansas 

Digests  of  the  leading  tax  decisions  have  already  appeared  in  the 
Bulletin  of  the  Association.  I  have  selected  only  a  few  of  these 
decisions  for  comment  and  do  not  intend  to  summarize  the  pre- 
viously printed  digests.  I  have  chosen,  I  trust,  decisions  involving 
legal  principles  not  discussed  in  a  similar  paper  presented  at  the  last 
conference.  I  have  prepared  this  paper  with  the  expectation  that 
others  will  present  what  they  consider  important  changes  in  the  law 
of  taxation  during  the  past  twelve  months. 

I 

The  Tax  Bulletin  for  P'ebruary  of  this  year  contained  an  article 
reprinted  from  Barron's  Weekly  (January  13,  1930),  the  title  of 
which  is  "  A  Body  Blow  to  Multiple  Inheritance  Taxes."  The  de- 
cision of  Farmers  Loan  and  Trust  Co.  v.  State  of  Minnesota  (1930). 
280  U.  S.  204,  50  S.  Ct.  98,  74  L.  ed.  37,  prompted  the  preparation 
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of  thai  article.  It  lias  heeii  said  of  the  case  that  it  is  "the  most 
revolutionary  decision  atTecting  death  taxes  ever  rendered  by  the 
Supreme  Court  of  the  United  States "  and  "  that  constitutional 
reciprocity  is  now  substituted  for  the  brand  heretofore  sought  after 
through  state  legislation."  (1930)  15  National  Tax  Association 
Bulletin  142. 

The  facts  in  the  case  roughly  are  these:  A  resident  of  Xew  York 
owned  registered  and  bearer  coiiijon  bonds  issued  by  the  State  of 
Minnesota  and  municipalities  therein.  The  bonds  were  kept  in  Xew 
York,  where  they  were  at  tlie  time  of  the  death  of  the  owner, 
passed  under  his  will  which  was  probated  in  New  York,  and  were 
subjected  to  the  inheritance  tax  of  that  state.  Minnesota,  one  of 
the  nine  states  in  tli^  non-reciprocal  group,  attempted  to  levy  a  tax 
on  the  transfer  of  these  public  securities.  (1930)  16  American  Bar 
Association  Journal  174;  (1930)  8  North  Carolina  Law  Review 
318;  (1930)  15  Cornell  Law  Quarterly  457;  (1930)  14  ^linnesota 
Law  Review  799. 

The  Minnesota  court  first  held  that  the  state  had  no  power  to  tax 
property  of  a  non-resident  unless  the  state  had  jurisdiction  over  the 
property,  and  since  public  securities  were  like  tangibles,  having  a 
situs  where  located,  the  state  could  not  lawfully  tax  them  since 
located  in  New  York  nor  tax  their  transfer  on  death.  In  re  Taylor's 
Estate,  (1928)  175  Minn.  310,  219  N.  W.  153.  But  on  a  re-hearing 
the  state  court  said  its  decision  had  been  reversed  by  Silberman  v. 
Blodgctt,  (1928)  277  U.  S.  1,  48  S.  Ct.  410,  72  L.  ed.  479,  which 
treated  public  securities  as  choses  in  action.  (1930)  30  Columbia 
Law  Review  539,  541,  note  9.  The  state  court,  by  also  relying  on 
Blackstoiie  v.  M///^r,  (1902),  188  U.  S.  189,  23  S.  Ct.  277,  47  L. 
ed.  439,  held  that  these  choses  had  a  situs  for  taxation  not  only  at 
the  domicile  of  the  creditor  but  also  in  Minnesota  which  was  the 
domicile  of  the  debtor.  (1928)  176  Minn.  534.  222  N.  W.  528; 
(1929)  27  Michigan  Law  Review  477. 

But  the  United  States  Supreme  Court,  in  an  opinion  written  by 
Justice  McReynolds,  definitely  overruled  Blackstoiie  v.  Miller,  thus 
eliminating  the  state  of  the  domicile  of  the  debtor  as  a  situs  for  the 
taxation  of  the  transfer  of  these  public  securities  and  said  that  these 
securities  had  acquired  a  permanent  situs  for  taxation  in  New  Y'ork 
where  located  and  where  the  owner  resided.  (1930)  28  Michigan 
Law  Review  916. 

Justice  Stone,  in  a  concurring  opinion,  objected  to  an  implication 
of  the  majority  view  that  the  Fourteenth  Amendment  prohibited 
"  double  taxation,"  objected  to  deciding  the  constitutionality  of 
transfer  taxes  by  analogies  drawn  from  the  law  of  property  taxes, 
and  pointed  out  the  difficulty  of  attempting  to  determine  the  situs 
of  a  mere  legal  relationship.  He  based  his  concurring  opinion  on 
an  attack  on  Blackstoiie  v.  Miller. 
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Justice  Holmes  dissented,  in  which  Justice  Brandeis  concurred. 
Justice  Hohnes  defended  the  decision  of  Blackstonc  v.  Miller,  which 
he  had  rendered  in  1902.  This  decision  recognized  the  power  of 
the  state  of  the  debtor's  domicile  to  tax  the  transfer  on  death  of 
obligations  owed  to  non-resident  creditors  on  the  theory  that  the 
law  of  the  state  of  the  debtor's  domicile  gave  the  debts  validity, 
protected  them,  and  provided  the  non-resident  owners  means  of  en- 
forcing the  debts.  Justice  Holmes  also  said,  in  referring  to  "double 
taxation,"  that  the  Fourteenth  Amendment  "  does  not  condemn 
everything  that  we  may  think  undesirable  on  economic  and  social 
grounds." 

Overruling  Blackstonc  v.  Miller  seems  desirable.  Granting  that 
one  economic  interest  may  have  such  legal  relationships  as  to  justify 
taxation  by  more  than  one  state,  it  seems  that  the  power  to  tax 
should  rest  on  sound  legal  analysis.  If  the  state  of  the  debtor's 
domicile  has  the  power  to  tax  the  transfer  of  the  debt  because  its 
courts  permit  the  enforcement  of  the  duty  to  pay,  so  then  should 
every  state  into  which  the  debtor  may  go  or  in  which  he  has  prop- 
erty have  such  a  power.  Beale,  "Jurisdiction  to  Tax,"  (1918)  32 
Harvard  Law  Review  587,  605. 

The  majority  opinion  contains  much  of  interest  other  than  its 
actual  holding.  It  pointed  out  that  vast  investments  of  wealth  have 
been  made  in  securities,  that  these  securities  need  protection  from 
unjust  taxation,  and  that  the  trend  of  decisions  has  loeen  toward  the 
protection  of  intangibles  against  multiple  taxation. 

It  also  treated  a  transfer  tax  as  being  a  tax  on  property  rather 
than  on  the  privilege  to  transfer  or  inherit,  and  therefore  said  that 
the  power  of  a  state  to  collect  the  transfer  tax  depended  on  its 
power  to  tax  the  property  in  question  rather  than  the  privilege  of 
succession.  Cf.  Isaacs,  "  The  Subject  and  Measure  of  Taxation," 
(1926)  26  Columbia  Law  Review  939,  946;  Plnmmer  v.  Coler 
(1900),  178  U.  S.  115,  20  S.  Ct.  829,  44  L.  ed.  998. 

After  treating  the  transfer  tax  as  a  tax  on  property  and  pointing 
out  that  a  state  has  no  power  to  tax  property  not  in  its  jurisdiction, 
the  court  m.ade  this  very  significant  statement :  "  We  can  find  no 
sufiicient  reason  for  saying  that  they  [intangibles]  are  not  entitled 
to  enjoy  an  immunity  against  taxation  at  more  than  one  place  simi- 
lar to  that  accorded  to  tangibles." 

The  case  of  Baldwin  v.  State  of  Missouri,  (1930)  281  U.  S.  586, 
50  S.  Ct.  436,  74  L.  ed.  1056,  decided  May  26,  1930,  presents  an- 
other aspect  of  the  problem  of  multiple  inheritance  taxation  of  in- 
tangibles and  involves  types  of  intangibles  other  than  public  securi- 
ties. In  the  Missouri  case  the  deceased,  a  resident  of  Illinois, 
bequeathed  all  of  her  property  to  a  resident  of  Illinois  who  was 
appointed  sole  executor.  The  deceased  owned  credits  for  money 
deposited  with  several  banks  in   ?»Iissouri   and  also  United   States 
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coupon  bonds  and  sundry  promissory  notes  which  were  physically 
in  Missouri.  Most  of  the  notes  were  executed  by  citizens  of  Mis- 
souri and  the  larger  part  were  secured  by  liens  upon  lands  lying 
therein.     (1930)  16  American  Bar  Association  Journal  580. 

It  will  be  noted  that  in  the  IMinnesota  case  the  physical  evidence 
of  the  debts  was  at  the  domicile  of  the  deceased  in  New  York  while 
the  transfer  tax  in  question  was  levied  by  Minnesota,  the  state  of 
the  debtor's  domicile.  In  the  instant  case  the  power  of  Missouri  to 
levy  a  transfer  tax  on  the  debts  in  question  depended  on  varying 
grounds.  The  debtor  bank  was  domiciled  in  Missouri;  the  United 
States  bonds  were  physically  in  Missouri ;  the  promissory  notes  were 
physically  in  Missouri,  the  makers  of  most  of  the  notes  were  citizens 
of  Missouri  and  many  of  the  notes  were  secured  by  interests  in  real 
estate  in  Missouri. 

Justice  McReynolds  also  rendered  the  decision  in  the  Missouri 
case.  He  said  that  the  bank  deposits,  bonds,  and  notes  did  not  have 
'■  a  business  situs  "  in  Missouri  and  were  properly  taxable  at  the 
domicile  of  the  deceased  owner  and  not  elsewhere. 

Justice  Holmes  wrote  a  dissenting  opinion,  in  which  Justice 
Brandeis  joined.  He  stated  that  while  double  taxation  of  intan- 
gibles was  perhaps  disagreeable  to  the  owner  it  should  be  prevented 
by  reciprocal  legislation  since  logic,  tradition,  and  authority  con- 
ferred on  Missouri  the  power  to  tax  these  intangibles.  He  objected 
to  using  the  "due  process  of  law  clause"  of  the  Fourteenth  Amend- 
ment to  declare  the  IMissouri  statute  in  question  unconstitutional. 

Justice  Stone  also  dissented  on  the  ground  that  since  the  physical 
evidence  of  the  notes  and  bonds  was  in  Missouri  and  were  protected 
by  the  laws  of  that  state  the  facts  of  the  case  distinguished  it  from 
the  Minnesota  case.  He  also  stated  that  the  owner  of  the  securities 
could  prevent  double  taxation  by  having  kept  his  securities  in  the 
state  of  his  domicile.  In  his  dissenting  opinion  the  possibility  of 
evasion  of  a  transfer  tax  to  be  discussed  later  in  connection  with 
Moore  v.  Mitchell,  infra,  was  also  pointed  out. 

It  perhaps  can  be  said,  though  only  with  qualifications,  that  the 
United  States  Supreme  Court  is  accomplishing  with  regard  to  trans- 
fer taxes  on  intangibles  by  judicial  decisions  what  legislative  reci- 
procity attempted  to  realize.  Perhaps  it  can  be  said  that  in  the 
future  intangibles  can  be  subjected  to  only  one  transfer  tax.    In  the 

case  of  In  re  Smith's  Estate,  (1930)  — —  Iowa  ,  228  X.  W. 

638,  following  the  Minnesota  inheritance  tax  case,  this  view  was 
expres.sed.  The  Missouri  transfer  tax  case  would  seem  to  suggest 
that  the  state  having  the  power  to  tax  the  transfer  of  intangibles 
is  the  state  of  the  owner's  domicile.  Cf.  (1930)  43  Harvard  Law 
Review  792,  794;  (1930)  28  Michigan  Law  Review  916. 

But  with  the  question  of  the  taxability  of  the  transfer  of  intan- 
gible property  which  has  acquired  a  ''  business  situs  "  other  than  in 
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the  state  of  the  owner's  domicile  not  decided  in  the  Missouri  case 
it  is  perhaps  unwise  to  speak  too  positively  on  this  matter.  In  the 
Missouri  case  Justice  McReynolds  recognized  the  principle  that 
choses  in  action  may  acquire  a  situs  for  taxation  other  than  at  the 
domicile  of  owner  if  they  become  an  integral  part  of  some  local 
business.  The  Missouri  case  merely  held  that  mere  physical  pres- 
ence does  not  establish  a  "business  situs."  (1930)  16  American 
Bar  Association  Journal  532,  534. 

In  addition  no  statement  has  been  made  by  the  Supreme  Court  as 
to  the  taxation  of  shares  of  stock  by  the  state  of  incorporation  on 
a  transfer  at  the  death  of  a  non-resident  owner.  (1930)  64  United 
States  Law  Review  158,  161;  (1930)  15  National  Tax  Association 
Bulletin  131,  133.  Thus  it  is  possible  that  the  state  of  incorporation 
and  also  of  the  decedent's  domicile  may  attempt  to  levy  transfer 
taxes.  Until  it  is  more  clearly  settled  that  only  one  death  tax  on 
intangibles  is  constitutional  the  advocates  of  legislative  reciprocity 
still  have  work  ahead  of  them. 

It  is  not  the  purpose  of  this  paper  to  enter  into  a  discussion  of 
statutory  changes  in  tax  laws  but  it  is  interesting  to  note  that  New- 
York  has  already  made  changes  in  its  statutes  aftecting  the  trans- 
fer taxes  on  non-resident  owners  of  intangibles.  Sec.  249-p,  Chp. 
710,  Laws  of  1930,  New  York;  (1930)  16  American  Bar  Associa- 
tion Journal  532,  533. 

11 

The  opinion  of  Safe  Deposit  Company  of  Baltimore,  Maryland, 
V.  Virginia,  (1929)  280  U.  S.  83,  50  S.  Ct.  59,  74  L.  ed.  180,  67 
A.  L.  R.  386,  was  rendered  a  few  months  prior  to  the  ^linnesota 
inheritance  tax  case.  The  Minnesota  and  the  Missouri  cases  in- 
volved the  constitutionality  of  state  inheritance  tax  laws  while  the 
Virginia  case  brings  into  question  a  property  tax. 

The  facts  of  the  case  are  these:  a  resident  of  Virginia  delivered 
to  a  trust  company,  incorporated  in  Maryland  and  doing  business 
there,  stocks  and  bonds  to  be  held  in  trust  for  his  two  sons,  the 
income  from  the  securities  to  accumulate  and  when  each  son  reached 
twenty-five  his  share  of  the  principal  and  accumulated  income  to  be 
given  him.  The  donor  reserved  the  power  of  revocation  but  with- 
out exercising  it  died  in  1920. 

After  the  death  of  the  donor  the  value  of  the  trust  estate  was 
assessed  for  property  taxes  by  Virginia  against  the  trustee,  as  the 
Virginia  statutes  provided  that  the  trustee  should  be  assessed  for 
trust  estates.  It  is  to  be  noted  that  after  the  death  of  the  donor, 
no  one  in  Virginia  had  the  privilege  to  control  or  presently  enjoy 
the  trust  funds  or  cause  them  to  be  brought  into  Virginia.  Fur- 
thermore the  holder  of  the  legal  title  was  not  domiciled  in  \^irginia 
nor  were  the  securities  located  in  that  state.     The  trustee  had  paid 
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the  property  taxes  in  Maryland  on  the  trust  fund.  (  1930)  16  Amer- 
ican Bar  Association  Journal  ZJ. 

The  Virginia  court  held  that  the  two  sons  and  tlic  administrator 
of  the  father's  estate,  all  domiciled  in  Virginia,  really  owned  the 
trust  fund,  composed  of  stocks  and  bonds,  and  that  the  taxable  situs 
of  these  intangibles  was  in  Virginia  as  a  result  of  the  legal  fiction 
of  mobilia  scqunntur  personam. 

The  majority  of  the  United  States  Su])remc  Court  held  that  the 
intangibles. — stocks  and  bonds, — had  an  actual  situs  in  Maryland, 
that  this  situs  was  separate  from  that  of  the  domicile  of  the  bene- 
ficial owners,  and  that  Virginia's  attempt  to  tax  property  wholly 
beyond  her  jurisdiction  violated  the  due  process  clause  of  the  Four- 
teenth Amendment.  In  the  dissent  by  Justice  Holmes  the  property 
tax  was  treated  as  one  falling  on  the  interest  of  the  beneficiaries. 
Justice  Stone  in  his  concurring  opinion  stated  that  Virginia  perhaps 
had  the  power  to  levy  a  property  tax  against  the  equitable  interest 
of  the  beneficiaries  domiciled  in  Virginia  but  that  the  tax  in  ques- 
tion was  an  attempt  to  tax  the  .securities  which  were  in  the  exclu- 
sive possession  and  control  of  a  non-resident  trustee.  (1930)  30 
Columbia  Law  Review  539.  543;  Branford,  "A  Review  of  Recent 
Leading  Decisions."  (1929)  Proceedings.  National  Tax  Association 
2)Z7,  ZS2;  Beale.  "Jurisdiction  to  Tax."  supra,  p.  619. 

This  case  clearly  decides  that  where  the  possession  and  legal  title 
of  a  trust  fund  composed  of  corporate  securities  are  held  by  a  non- 
resident trustee,  and  the  beneficiaries  have  neither  the  power  to 
control  nor  a  present  right  to  enjoyment,  the  fund  does  not  have 
a  taxable  situs  in  the  state  of  the  domicile  of  the  beneficiaries. 
(1930)  28  ^Michigan  Law  Review  776.  777.  It  is  uncertain  what 
effect  the  present  right  of  control  by  the  beneficiaries  would  have 
had  on  the  decision.      (  1930)  30  Harvard  Law  Review  668. 

Certain  dicta  of  the  majority  ])rompt  speculation.  The  following 
excerpt  is  of  interest : 

"  It  would  l)e  unfortunate,  jjerhaps  amazing,  if  a  legal  fiction 
[moblliu  sc(]!iiuitiir  pcrsaiiain]  originally  invented  to  prevent 
personalty  from  escaping  from  just  taxation,  should  compel  us 
to  accept  the  irrational  view  that  the  same  securities  were 
within  two  states  at  the  same  instant  and  because  of  this  to 
u])hold  a  double  and  oppressive  assessment." 

This  and  other  statements  in  the  Virginia  property  tax  case  and 
the  later  decisions  in  the  Minnesota  and  Mis.souri  inheritance  cases 
seem  authority  for  concluding  that  the  Supreme  Court  of  the  United 
States  now  holds  that,  in  general,  the  Fourteenth  Amendment  pre- 
vents '■  double  taxation  "  of  intangibles  both  under  property  and 
transfer  tax  laws,  and  that  intangibles,  which  have  in  the  past  been 
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subject  to  the  taxing  power  of  more  than  one  jurisdiction,  will  in 
the  future  be  subject  to  the  taxing  power  of  only  one. 

It  is  not  my  desire  to  indulge  in  further  speculation  as  to  the 
et¥ect  of  these  three  Supreme  Court  decisions.  Many  statements 
contained  in  these  cases  merit  careful  consideration  and  it  is  obvious 
that  they  will  have  a  marked  effect  on  the  future  of  state  taxation 
of  intangibles. 

Ill 

It  is  often  said  that  one  state  will  not  enforce  the  revenue  laws 
of  another.  One  law  journal  has  said  that  though  this  statement  is 
frequently  repeated  in  dicta,  ''  no  appellate  court  has  squarely 
accepted  this  maxim  as  a  rule  of  law,  thus  making  its  actual  validity 
uncertain."  (1930)  30  Columbia  Law  Review  402.  See  26  R.  C. 
L.  382. 

In  Moore  v.  Mitchell,  (1929,  C.  C.  A.  2d)  30  Fed.  (2d)  600, 
65  A.  L.  R.  1354,  affirming  (1928,  S.  D.  N.  Y.)  28  Fed.  (2d)  997, 
the  capacity  of  the  tax  collector  of  an  Indiana  county  to  sue  in  a 
federal  district  court  of  New  York  was  considered.  The  testator 
of  the  defendant  had  for  twenty-four  years  prior  to  death  resided 
in  the  county  of  which  the  plaintiff  was  tax  collector  but  had  never 
assessed  any  intangibles  there.  The  intangibles  had  never  been  in 
Indiana  and  neither  the  deceased  nor  the  executor  was  served  in 
Indiana.  The  tax  collector,  under  a  statute  passed  after  the  death 
of  the  testator  authorizing  him  to  sue  for  delinquent  taxes  owed  by 
non-residents  or  their  legal  representatives,  brought  an  action  in  a 
federal  district  court  of  New  York  to  collect  over  nine  hundred 
thousand  dollars  of  delinquent  personal  property  taxes  from  the 
executor. 

The  Circuit  Court  of  Appeals  held  that  since  neither  the  property 
nor  the  testator  was  in  the  jurisdiction  of  Indiana  at  the  time  the 
tax  was  actually  assessed,  Indiana  had  no  power  under  the  due 
process  clause  of  the  Fourteenth  Amendment  to  impose  the  tax. 
Judge  Learned  Hand,  in  a  concurring  opinion,  added  that  as  a 
matter  of  policy  state  courts  refused  to  enforce  the  revenue  laws  of 
other  states,  as  in  the  case  of  the  penal  laws  of  another  state.  He 
also  stated  with  reference  to  whether  a  tax  lawfully  imposed  in  a 
foreign  state  can  be  collected  by  suit  in  a  federal  court  sitting  in 
another  state  that :  "  So  far  as  I  can  find,  the  point  has  never  been 
passed  on  by  a  federal  court." 

The  Supreme  Court  of  the  United  States  also  dismissed  the  com- 
plaint of  the  tax  collector.  It  said  that  Indiana  was  powerless  to 
give  any  force  or  effect  to  her  tax-collecting  statutes  beyond  her 
own  borders,  that  a  federal  district  court  in  New  York  was  not  to 
be  distinguished,  as  concerns  the  legal  capacity  of  the  plaintiff  to 
sue,  from  courts  of  New  York,  and  therefore  the  Indiana  counts- 
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tax  collector  lacked  the  capacity  to  sue  in  the  federal  district  court 
in  New  York.  Moore  v.  Mitchell,  (1930)  281  U.  S.  18,  50  S.  Ct. 
175,  74  L.  ed.  673;  (1930)  16  American  Bar  Association  Journal  241. 

The  problem  of  the  extra-territorial  collection  of  taxes  is  of 
interest  in  connection  with  inheritance  taxation.  In  Blodgett  v. 
Silberman,  supra,  it  was  held  that  a  state  may  levy  an  inheritance 
tax  on  the  transfer  of  intangibles  of  a  decedent  domiciled  in  the 
state  though  the  physical  evidence  of  the  intangibles  is  located  else- 
where. Suppose  that  the  decedent,  though  domiciled  in  Connec- 
ticut, owns  no  property  located  in  that  state,  and  leaves  stocks  and 
bonds,  the  evidences  of  which  are  in  New  York,  to  legatees  residing 
in  New  York.  If  the  New  York  courts  and  also  the  federal  courts 
refuse  to  enforce  the  revenue  laws  of  Connecticut  then  the  power 
to  tax  the  transfer  of  intangibles  by  the  state  of  the  domicile  of  the 
decedent  is  materially  affected  in  such  case,  even  though  the  tax- 
able situs  of  such  intangibles  is  at  the  domicile  of  the  decedent. 
(1929)  29  Columbia  Law  Review  782. 

Again,  suppose  that  after  death  all  intangibles  are  removed  from 
the  state  of  domicile  of  the  testator,  leaving  neither  property, 
executor  nor  legatees  in  that  state.  Cannot  all  the  transfer  taxes 
of  the  state  be  thus  avoided?  Estate  of  Martin,  (Surr.  Ct.  1930) 
82  N.  Y.  L.  J.  2242;  (1930)  30  Columbia  Law  Review  402.  The 
legal  rule  that  the  domicile  of  the  testator  is  the  taxable  situs  for 
intangibles  may  thus  in  some  cases  be  of  slight  value  to  the  state 
of  domicile  when  attempting  to  collect  a  transfer  tax. 

If  a  valid  assessment  had  been  reduced  to  judgment  in  Indiana 
followed  by  a  suit  brought  in  a  foreign  jurisdiction  on  the  judg- 
ment a  different  question  would  have  been  presented.  (1929)  29 
Columbia  Law  Review  782,  790,  note  47;  Goodrich,  (1927  Conflict 
of  Laws,  Sec.  204. 

It  is  obvious  that  as  a  matter  of  comity  a  state  can  permit  officers 
of  other  jurisdictions  to  enforce  revenue  laws  if  it  so  cares.  Per- 
haps extra-territorial  collection  of  state  inheritance  taxes  may  be 
the  next  step  in  reciprocal  tax  legislation.  (1^30)  30  Columbia 
Law  Review  782,  787. 

IV 

The  Supreme  Court  has  held  that  a  federal  court  would  not  grant 
an  injunction  against  the  collection  of  a  state  tax  where  there  was 
an  adequate  remedv  at  law.  Arkansas  Building  &  Loan  Assn.  v. 
Madden,  (1899)  175  U.  S.  269,  20  S.  Ct.  119,  44  L.  ed.  159.  In 
Raymond  v.  Chicago  Ihiion  Traction  Co.,  (1907)  207  U.  S.  20, 
28  S.  Ct.  7,  52  L.  ed.  78,  an  injunction  was  granted,  as  the  court 
said  the  taxes  when  collected  would  be  distributed  to  a  number 
of  governmental  divisions  which  would  necessitate  a  multiplicity  of 
suits  and  that  the  portion  of  the  tax  distributed  to  tlie  state  of  Illi- 
nois could  not  be  recovered  by  any  legal  i)rocccding  whatsoever. 
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A  federal  statute  on  restraining  the  collection  of  taxes  reads 
thus :  "  No  suit  for  the  purpose  of  restraining  the  assessment  or 
collection  of  any  tax  shall  be  maintained  in  any  court."  R.  S.,  Sec. 
3224;  26  U.  S.  C.  A.,  Sec.  154.  While  this  section  perhaps  does 
not  apply  to  state  taxes,  it  reveals  the  attitude  of  the  federal  gov- 
ernment upon  restraining  the  collection  of  taxes  by  injunction. 
See  26  U.  S.  C.  A.,  p.  141,  note  19;  Felland  v.  Wilkinson,  (1928 
W.  D.  Wise.)  33  Fed.  (2d)  961 ;  cf.  4  Cooley,  Taxation  (4th  ed., 
1924),  Sec.  1662. 

In  The  Henrietta  Mills  v.  Rutherford  Coitntx,  Xorth  Carolina, 
(1930)  281  U.  S.  121,  50  S.  Ct.  270,  74  L.  ed'  737,  a  taxpayer's 
remedy  in  a  federal  equity  court  was  involved.  The  petitioner 
sought  to  enjoin  the  county  from  assessing  its  property  at  over  sixty 
per  cent  of  the  true  value  as  other  property  in  the  county  was 
assessed  at  that  rate.  The  Supreme  Court  of  the  United  States 
affirmed  the  decrees  of  the  lower  courts  which  had  dismissed  the 
complaint.  The  Supreme  Court,  citing  the  Judiciary  Act  of  1789, 
said  that  suits  in  equity  were  not  to  be  sustained  where  there  was 
an  adequate  remedy  at  law.  Unless  there  was  some  irreparable 
injury,  the  mere  fact  that  the  validity  of  a  tax  could  be  tested  more 
conveniently  by  a  bill  in  equity  than  an  action  at  law  did  not  justify 
resorting  to  equity.  The  adequate  remedy  at  law  was  to  pay  the 
tax  under  protest  and  sue  to  recover  the  amount  paid  either  in  the 
state  court  or  the  law  side  of  the  federal  court. 

The  petitioner  contended  that  since  the  statutes  of  North  Caro- 
lina authorized  a  proceeding  in  the  state  court  for  an  injunction  to 
restrain  the.  collection  of  a  tax  on  an  illegal  assessment,  therefore 
grounds  existed  for  invoking  the  equity  jurisdiction  of  federal 
courts  in  that  state.  But  the  Supreme  Court  held  that  a  state  statute 
of  a  mere  remedial  character  cannot  confer  the  privilege  to  proceed 
in  a  federal  equity  court,  even  though  the  petitioner  might  have  an 
equitable  remedy  in  a  state  court. 

V 

The  next  case  to  be  discussed  involves  the  taxation  of  public 
agencies  conducting  a  type  of  business  activity  ordinarily  operated 
bv  private  enterprise.  One  of  the  leading  cases  on  this  point  is 
South  Carolina  v.  United  States,  (1905)  199  U.  S.  437,  26  S.  Ct. 
110,  50  L.  ed.  261,  4  Ann.  Cas.  737,  wherein  South  Carolina  sued 
in  the  Court  of  Claims  to  recover  from  the  federal  government  the 
amount  of  license  taxes  paid  under  the  internal  revenue  act  for  the 
privilege  of  selling  liquor  through  the  agency  of  a  state  dispensary. 

The  Supreme  Court  refused  to  exempt  this  state  agency  from 
federal  taxation  because  it  was  not  an  activity  of  a  strictly  govern- 
mental character  and  said  that  the  exemption  of  state  agencies  from 
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federal  taxation  did  not  extend  to  those  used  by  the  state  to  carry 
on  private  business  enterprises.  The  Supreme  Court  also  stated 
that  if  the  states  were  to  extend  their  business  activities  and  were 
to  be  exempt  from  federal  taxation  the  revenues  of  the  national 
government  might  be  seriously  crippled. 

In  an  article  in  (1925)  34  Yale  Law  Journal  807,  828,  by  Cohen 
and  Dayton  on  "  Federal  Taxation  of  State  Activities  and  State 
Taxation  of  Federal  Activities  "  it  was  said  that  the  decision  in 
South  Carolina  v.  United  States  was  inconsistent  with  earlier  de- 
cisions and  was  perhaps  expressly  limited  bv  Miirrav  v.  irilson 
Distilling  Co.,  (1909)  213  U.  S.  151,  29  S.  Ct.  458,  53  L.  ed.  742. 
This  article  also  stated  that  the  distinction  between  governmental 
and  proprietary  functions,  borrowed  from  the  field  of  torts,  is  an 
unsound  basis  for  deciding  this  question  of  tax  exemption  in  an 
economic  society  with  changing  concepts  of  the  functions  of  gov- 
ernment. 

Xorth  Dakota  v.  Olson,  (1929,  C.  C.  A.  8th)  33  Fed.  (2d)  848, 
involved  a  suit  by  the  state  to  recover  a  capital  stock  tax  collected 
by  the  federal  government  from  the  Bank  of  North  Dakota,  which 
was  owned  and  operated  by  that  state.  This  bank  was  created  to 
assist  state-owned  agricultural  enterprises  but  was  given  general 
banking  powers  and  was  made  sole  depositorv  of  state  funds.  See 
(1929)  280  U.  S.  12,  50  S.  Ct.  88.  74  L.  ed'.  594  for  dismissal  of 
appeal. 

It  was  held  by  the  Circuit  Court  of  Appeals  that  this  state  agency 
was  not  exempt  from  federal  taxation  since  the  bank  was  an  in- 
strumentality of  the  state  used  to  conduct  business  of  a  private 
rather  than  of  a  governmental  character.  South  Carolina  v.  United 
States  was  cited  for  approval.  It  was  said  that  since  the  state  was 
divested  of  its  sovereign  character  and  took  on  that  of  a  private 
citizen  when  it  entered  the  banking  business  the  state-owned  bank 
was  subiect  to  the  federal  capital  stock  tax.  (1929)  43  Harvard 
Law  Review  329. 

\'I 

Suppose,  however,  that  the  federal  government  enters  the  field 
of  private  indu.stry,  does  the  state  have  the  power  to  tax  such  a 
federal  agencv?  This  point  arose  in  Alabama  v.  United  States, 
(1930,  C.  of  C.)  38  l-ed.  (2d)  897.  and  was  decided  against  the 
state. 

In  1916,  under  the  war  power  of  Congress,  the  erection  of  a 
plant  for  the  manufacture  of  nitrate  for  use  in  munitions  of  war 
and  the  erection  of  a  power  plant  for  aid  in  making  the  nitrates 
were  authorized.  The  surplus  products  of  such  plants  were  to  be 
sold  by  the  United  States.  The  United  States  then  erected  at 
Muscle  Shoals.  Alabama,  a  power  plant  and  sold  its  surplus  power 
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to  the  Alabama  Power  Company.  Alabama  sought  to  recover  in  the 
Court  of  Claims  from  the  United  States  some  $180,000  in  privilege 
taxes,  alleged  to  be  due  under  an  act  of  Alabama  of  1927,  imposed 
on  those  engaged  in  manufacturing  and  selling  hydro-electric  power 
in  the  state. 

The  court  held  that  the  Alabama  privilege  tax  was  imposed  on 
an  agency  employed  by  the  United  States  to  perform  a  lawful  func- 
tion and  since  such  an  agency  was  immune  from  state  taxation  the 
state  statute  authorizing  the  tax  was  unconstitutional  so  far  as  it 
interfered  with  the  United  States  government. 
The  court  also  said  that : 

"  The  means  and  agencies  which  Congress  may  select  for  the 
performance  of  its  constitutional  functions  must  necessarily 
vary  and  expand  to  suit  the  expanding  social,  economic  and 
political  life  of  the  people  of  the  country.  .  .  .  The  proposition 
that  the  United  States  by  engaging  in  private  business  ordi- 
narily conducted  by  individuals  thereby  incurs  the  liability  of  a 
private  individual  is  fallacious.  .  .  .  Under  the  Constitution, 
the  United  States  has  no  authority  to  transact  anything  but 
public  business  as  a  governmental  agency — all  its  acts  are  of  a 
governmental  character." 

The  majority  also  attempted  to  distinguish  between  the  power  of 
the  federal  government  to  tax  a  state  agency  engaged  in  a  business 
normally  conducted  by  private  enterprise  under  South  Carolina  v. 
United  States  and  the  lack  of  power  of  the  state  to  tax  such  a 
federal  agency. 

In  a  concurring  opinion,  it  was  said  that  the  United  States  was 
not  subject  to  the  privilege  tax  as  it  was  not  engaged  in  the  hydro- 
electric business  but  was  merely  selling  surplus  power  produced  as 
a  result  of  the  lawful  exercise  of  a  governmental  function.  It  was 
stated  that  if  the  United  States  entered  this  business,  selling  to  all 
persons  who  should  apply,  it  would  not  be  carrying  out  its  govern- 
mental functions  and  therefore  would  be  subjected  to  the  state  tax. 
The  concurring  opinion  stated  that  the  principle  of  Soutii  Carolina 
v.  United  States  should  be  applied  to  activities  of  the  United  States 
of  a  non-governmental  nature  the  same  as  it  applies  to  like  state 
activities. 

VII 

Another  phase  of  the  taxation  of  property  owned  by  a  govern- 
mental agency  but  employed  in  competition  with  private  industry 
developed  in  South  Dakota  v.  Beadle  County,  (1928)  53  S.  D.  609, 
222  X.  W.  583.  South  Dakota  had  enacted  a  Rural  Credits  Act, 
pursuant  to  a  constitutional  amendment,  which  authorized  the  state 
to  lend  money  secured  by  farm  land.     By   foreclosure  of  a  farm 
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mortgage  the  state  acquired  title  to  a  quarter-section  of  land  in 
Beadle  County  and  applied  for  an  abatement  of  the  property  taxes, 
as  the  act  provided  that  all  property  owned  by  the  Rural  Credits 
Board  was  exempt  from  state,  county,  and  city  taxes. 

The  county,  a  political  subdivision  created  by  the  state,  contended 
that  the  statutory  exemption  was  not  constitutional  as  the  state  was 
acting  in  a  non-sovereign  or  a  proprietary  capacity,  in  competition 
with  private  business,  when  it  entered  the  farm-loan  business.  But 
the  court  said  that  the  people  of  the  state  could  confer  such  powers 
as  they  saw  fit  upon  the  state,  subject  to  the  limitations  of  the 
federal  constitution  and  that  as  a  matter  of  law  there  was  no  dis- 
tinction in  the  state  between  non-sovereign  and  sovereign  capacities 
of  the  state,  and  therefore  when  the  state  engaged  in  the  banking 
business  it  was  acting  in  its  governmental  capacity  and  the  land  in 
question  was  lawfully  exempted  from  the  county  property  tax. 
(1929)  15  National  Tax  .Association  Bulletin  91. 

From  these  three  cases,  for  purposes  of  discussion,  one  may 
summarize  roughly  as  follows:  that  a  state  agency  engaged  in 
private  business  activities  is  subject  to  federal  taxation,  while  a 
similar  federal  agency  is  not  subject  to  state  taxation  if  engaged 
in  selling  its  surplus  and  perhaps  not  subject  to  state  taxation  if 
lawfully  engaged  in  the  business.  .\lso,  a  state  agency  engaged  in 
private  business  is  not  subject  to  taxation  by  one  of  its  own  sub- 
divisions. Cf.  Van  Dorn,  "  Government  Owned  Corporations " 
(1926).  284-288. 

Rather  than  attempt  to  cover  a  great  variety  of  cases  I  have 
selected  a  few,  which  I  trust  will  present  some  important  principles 
of  tax  law  for  discussion.  While  the  cases  considered  are  largely 
from  the  United  States  Supreme  Court  or  from  the  lower  federal 
courts  they  involve  questions  of  local  and  state  rather  than  of  fed- 
eral taxation.  I  trust  that  those  present  will  comment  on  other 
cases  decided  since  the  last  tax  conference  which  they  deem  worthy 
of  consideration. 

The  legal  problems  which  1  have  attempted  to  present  through 
the  medium  of  these  cases  follow:  the  effect  of  the  Fourteenth 
Amendment  on  the  "'double  taxation"  of  intangibles;  the  future 
need  of  reciprocal  exemption  legislation;  the  power  of  state  officers 
to  enforce  revenue  laws  in  foreign  courts,  both  state  and  federal; 
the  possible  need  of  reciprocal  legislation  permitting  extra-territorial 
enforcement  of  revenue  laws;  federal  equity  injunctions  against 
illegal  assessments  and  collections,  and  the  taxation  of  government 
owned  agencies  operating  what  are  normally  private  business  enter- 
prises.    These  six  legal  questions.  I  trust,  are  of  interest  not  only 
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to  the  tax  lawyer  but  also  to  the  student  of  public  finance  and  the 
tax  administrator. 

Chairman  Holcomb  :  Gentlemen,  I  know  that  you  will  agree 
with  me  that  the  Dean  has  presented  a  line  of  cases  that  arc  highly 
interesting.  The  problem  is,  how  may  we  profit  by  considering 
them  a  little  further.  Of  course,  the  difficulty  is,  we  are  dealing 
with  close  questions  of  law.  Many  of  us  are  apt  to  deal  with  what 
we  think  ought  to  be  the  law  and  what  the  court  ought  to  have 
done,  not  what  the  legislature  really  has  done  and  the  court's 
attempts  to  construe  what  the  legislature  thought  it  was  doing. 

I  think  it  is  rather  a  difficult  or  difTerent  proposition  to  discuss 
the  effect  of  a  legal  decision  and  not  confuse  it  with  the  effect,  in 
the  tax  field,  of  a  given  piece  of  legislation. 

I  suppose  that  the  easiest  way  to  proceed  is  to  go  down  the  line 
of  these  cases.  The  first  case,  of  course,  at  once  presents  a  name 
that  comes  to  me  as  one  who  helped  us  last  year  in  our  start  of  this 
sort  of  a  discussion.  When  you  say  Farmers  Loan  «&  Trust,  you 
immediately  think  of  Russell  Bradford.  I  see  him  sitting  way  back 
there  and  I  wonder  if  he  would  perhaps  address  himself  to  those 
undecided  points  that  the  Dean  suggests,  as  to  what  is  left  with 
respect  to  the  situs;  what  is  going  to  happen  with  the  "business 
situs,"  and  also  what  is  going  to  happen  with  the  shares  of  stock 
which  still  remain  in  the  undecided  field.  And,  please  remember 
that  we  are  under  pressure,  as  usual.  We  have  two  more  papers 
at  this  session,  and  we  have  decided  to  ask  Professor  Jensen  if  he 
won't  present  his  paper  at  this  session,  thinking  that  there  would 
be  time. 

Of  course,  the  attendance  here  this  morning  indicates  a  great 
interest  in  this  subject.  I  am  somewhat  amazed  to  think  that  we 
can  make  such  a  success  of  a  dry  legal  topic;  but  please  bear  in 
mind  that  we  must  hurry  and  therefore  confine  yourselves  to  a 
small  compass. 

Mr.  Bradford,  have  you  any  suggestions  with  respect  to  these 
matters  ? 

Russell  Bradford  (New  York  )  :  Mr.  Chairman  and  Gentlemen 
of  the  convention :  I  do  not  know  whether  I  have  any  suggestions 
or  thoughts  in  respect  to  what  the  United  States  Supreme  Court 
will  do.  I  dare  say  no  one  of  us  knows.  I  tried  last  year  to  indi- 
cate in  my  presentation  of  the  decisions  of  the  courts  that  all  great 
decisions  wherein  the  Constitution  of  the  United  States  is  construed 
tend  toward  relativity.  Now,  that  sounds  as  though  I  am  speaking 
about  Einstein.  I  mean  that  much  more  seriously  than  it  sounds 
on  the  surface.  As  knowledge  has  pressed  itself  forward,  new 
formulae  by  the  physicists  and  by  the  chemists  have  come  on.    They 
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liave  had  their  recurring  and  incidental  effects,  even  in  hiw.  in 
ethics,  in  religion  and  in  everything. 

When  the  Supreme  Court  of  the  United  States  decided  the  Far- 
mers Loan  &  Trust  Company  case  —  and,  parenthetically,  while 
counsel  for  that  institution,  I  did  not  handle  that  case,  so  I  take  no 
pride  in  this  decision  at  all — when  it  decided  that  case  it  really  did, 
as  I  construe  it,  essentially  revolutionize  the  ideas  and  thoughts  we 
had  about  inheritance  taxation. 

A  long  time  ago — I  say  "  A  long  time  ago,"  long  in  my  period — 
some  twenty  years  ago,  the  Supreme  Judicial  Court  of  Massachu- 
setts had  decided,  notwithstanding  the  decision  of  Blackstone 
against  Miller  had  already  been  rendered,  that  municipal  or  state 
bonds  of  the  state  of  Massachusetts  were  subject  to  a  tax  by 
Massachusetts,  althotxgh  bonds  and  notes  of  its  private  corporations 
were  not  subject  to  the  tax.  That  stared  me  in  the  face,  and  it 
struck  me  as  probably  a  reasonable  theory  and  sound  basis  for  a 
decision — that  is  that  where  the  state  itself  had  issued  the  bonds, 
or  its  municipalities,  there  is  no  other  place  in  all  the  world  that 
you  could  go  to  collect  except  into  the  state  of  Massachusetts. 
Why  should  not  Massachusetts  or  Minnesota  have  authority  to  im- 
pose a  tax  upon  the  privilege  to  come  in  there,  and  come  in  to 
collect.  You  know,  since  the  Xlth  amendment  to  the  Constitu- 
tion, you  cannot  sue  a  state  except  with  its  own  consent,  and  it 
usually  only  consents  to  be  sued  in  its  own  courts.  Minnesota  is 
the  only  place  to  collect.  It  seems  to  me  Minnesota  ought  to  have 
been  allowed  to  mipose  a  tax  upon  the  privilege  it  granted.  How- 
ever, the  decision  is  to  the  contrary. 

I  appeared  in  the  United  States  Supreme  Court  in  the  \'irginia 
case  as  a)iiiciis  to  the  court.  I  took  the  liberty  of  arguing  to  that 
court  that  tlie  law  had  always  been  settled  in  so  far  as  real  estate 
was  concerned;  that  as  to  tangible  personalty,  notwithstanding  the 
old  doctrine  of  "  mobilia  sequuntur  personam,"  that  is,  that  mov- 
ables follow  the  domicile  of  the  owner,  they  had  held  many  years 
ago  in  Union  Refrigerator  Transit  Company  versus  Kentucky  that 
tangible  personalty  could  be  taxed  on'ly  at  the  situs  and  not  at  the 
domicile  of  tlie  ownrr.  Hiere  followed  in  1925  in  Frick  versus 
Pennsylvania,  llic  liolding,  for  transfer  excises,  inheritance  taxes, 
death  duties,  that  a  tax  could  not  lie  imposed  upon  tangible  per- 
sonalty (.■.\ce])l  in  the  stale  in  which  it  was  physically  located,  in 
other  words  at  its  physical  situs.  I  then  suggested  that  the  law 
having  been  settled  as  to  real  property  and  as  to  tangible  personalty, 
both  in  respect  to  excises  as  well  as  taxes — I  mean  direct  taxes  as 
distinguished  from  exci.ses — that  the  law  otight  to  be  settled  as  to 
intangibles.  They  had  laid  down  the  doctrine  in  Blodgett  versus 
Silberman  that  intangibles  did  follow  the  domicile  of  the  owner 
and  should  be  taxed  tliere.     I  took  the  liberty  of  saying  to  the  court 
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in  that  case  that  it  ought  to  decide,  as  to  so  much  of  the  wealth  of 
this  country  now  in  intangibles,  to  give  that  one  situs  and  fix  it  at 
one  place  or  the  other,  and  I  did  not  care  which  place  it  was. 
I  took  a  little  pride  in  it  because  when  the  Farmers  Loan  &  Trust 
Company  decision  was  rendered,  some  of  that  thought  was  carried 
into  the  decision,  although  it  was  not  referred  to  in  the  Safe  De- 
posit Trust  Company  of  Maryland  versus  State  of  Virginia. 

Now,  what  is  going  to  be  done  about  stocks?  Much  of  our 
wealth  is  in  stocks,  that  is,  before  the  panic,  as  much  was  in  stocks 
as  in  bonds.  I  don't  know  how  much  money  is  invested  in  stocks 
at  this  time.  That  is  undecided.  On  the  other  hand,  one  of  the 
lower  courts  in  Kentucky,  about  two  or  three  weeks  ago,  sustained 
an  injunction  against  the  collection  of  a  Kentucky  tax  on  stocks  of 
a  Kentucky  corporation  owned  by  a  non-resident  decedent  of  Ken- 
tucky. In  other  words,  it  said  the  law  was  controlled  by  the  de- 
cision in  Farmers  Loan  &  Trust  Company  versus  Minnesota  and 
Baldwin  versus  Missouri.  I  have  a  case  pending  now  in  the  state 
of  Ohio  in  the  matter  of  Klein.  It  is  in  the  court  of  Common  Pleas 
there.  Of  course  we  naturally  lost  it  in  the  lower  Probate  Court 
there,  and  I  brought  it  purposely  to  have  the  United  States  Supreme 
Court  say  "  Do  you  mean  by  the  word  '  intangibles '  the  broad, 
comprehensive  term  '  intangible  stocks  '  ?"  "  If  you  do  mean  stocks, 
then  you  have  the  reverse  of  what  you  indirectly  said  in  Frick 
versus  Pennsylvania,"  because  in  Frick  versus  Pennsylvania,  with 
the  same  court  sitting  now  with  the  exception,  I  think,  of  but  one 
man.  Justice  Roberts,  the  Supreme  Court  there  had  held  that  the 
state  of  Pennsylvania,  the  state  of  domicile  of  Mr.  Henry  Frick, 
could  impose  a  tax  upon  stocks  of  a  New  York  corporation,  but 
only  after  deducting  from  the  value  upon  which  the  tax  assessment 
fastened,  the  tax  that  had  to  be  paid  to  New  York,  because  they 
said  New  York  had  a  lien  on  it  before  it  could  be  brought  into  the 
state  of  Pennsylvania  by  the  executors  of  the  estate  of  Henry 
Frick. 

Now,  by  saying  that,  the  Supreme  Court  indirectly  said,  "  Yes, 
New  York,  you  can  tax  it  because  you  have  a  lien."  It  did  not  say 
that  Pennsylvania  could  tax  it.  Now,  when  Mr.  Justice  McRey- 
nolds  uses  the  word  "  intangibles  "  he  may  be  excluding  stocks. 
I  always  thought  stocks  were  intangibles,  as  much  as  are  choses-in- 
action  or  open  accounts  on  books.  I  carried  stocks  in  my  mind  as 
intangibles.  But,  again,  words  are  only  relative.  They  mean  one 
thing  to  one  and  something  else  to  another.  Now,  "  intangibles  " 
to  me  may  include  stocks,  but  the  Supreme  Court  of  the  United 
States  may  exclude  stocks. 

Chairman  Holcomb  :  Now,  let  us  see  what  we  can  do.     Here 
is  the  poor  old  case  that  was  thrown  into  the  discard.     I  believe 
14 


21U  XAl  loXAL  TAX  ASSOCIATION 

that  was  an  Illinois  case,  Blackstonc  versus  Miller.  1  wonder  it 
anybody  is  here  who  might  say  something  about  that.  ]\Ir.  Gushing, 
have  you  any  regrets  or  bemoanings  over  the  fate  of  Blackstone 
versus  Miller? 

R.  B.  Gushing  (Illinois^  :  1  was  very  glad  to  see  that  decision 
in  the  Farmers  Loan  &  Trust  Gompany  case.  We  are  waiting  for 
the  United  States  Supreme  Gourt  to  decide  the  question  as  to 
whether  stocks  are  intangibles  or  in  the  same  category. 

Chairman  Holcoaib:  You  are  not  willing  to  hazard  a  guess? 
We  are  friendly,  if  you  will  guess  at  it. 

Mr.  Gushing:  I  am  not  going  to  guess.  I  have  one  thought 
that  is  very  interesting  in  connection  with  the  taxation  by  one  gov- 
ernment body  of  property  in  another.  It  is  with  respect  to  our 
sanitary  district  canal,  that  takes  Lake  Michigan  water  and  passes 
it  down  the  river  into  the  Mississippi  ultimately.  That  canal  ex- 
tends beyond  Gooke  Gounty  and  Will  Gounty.  Will  Gounty  taxes 
the  prism  of  that  canal  and  the  abutting  land  as  a  taxable  value, 
and  the  Illinois  supreme  court  sustains  that  as  property  that  is  tax- 
able to  the  sanitary  district. 

Ghairm.\n  IIolcomb:  Then  we  have  another  case  involving 
Missouri,  Baldwin  versus  Missouri,  and  you  know  there  are  a  lot 
of  Missouri  lawyers  here.  I  do  not  see  one  at  this  moment,  but  if 
any  one  of  them  here  wishes  to  say  something  on  that,  he  may  rise. 

(No  response) 

Ghairman  Holcomb  (continuing)  :  I  do  see  before  me,  I  think, 
a  gentleman  highly  interested  in  Safe  Deposit  Gompany  versus  Vir- 
ginia— Mr.  Morrissett.  Mr.  Morrissett  must  be  here.  I  wonder  if 
he  has  any  suggestions.     Is  Mr.  Morrissett  here? 

(  Xo  response) 

Ghairman  Holcomb  :  I  am  not  attempting  to  suggest  the 
speakers.     Anybody  can  speak ;  but  I  am  trying  to  hurry. 

Moore  versus  Mitchell  involved  the  state  of  Indiana.  I  don't 
know  but  what  Mr.  Zoercher  may  have  some  observations  about 
that  situation.  It  is  a  little  difficult  to  call  upon  anyone  to  deal  with 
a  technical  subject. 

Philii-  Zokrchkr  (Indiana)  :  When  was  that  decided? 

Mr.  W.vtermax:  Either  1929  or  1930. 

Ghairman  Holcomb:  That  is  on  the  power  to  enforce  the  reve- 
nue laws  in  another  state.  Of  cour.'^e.  that  is  a  very  interesting 
thing,  and  if  Blodgett  were  here  he  would  tell  us  something 
about  this. 
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Mr.  Zoercher:  Never  heard  about  it. 

Ch.\irm.\n  Holcomb:  Mr.  Cole  is  just  coming  into  the  hall. 
You  might  as  well  continue  and  step  right  up  here,  Mr.  Cole,  if 
you  will.  We  are  just  about  to  discuss  the  question  of  the  juris- 
diction of  one  state  to  collect  taxes  of  another  state.  We  are  talking 
about  Moore  versus  Alitchell,  and  1  am  reminded  of  the  Connec- 
ticut case  which  is  now  going  through,  which  involved  New  York. 
You  are  so  familiar  with  it  that  I  thought  possibly  you  would 
favor  us. 

Seth  T.  Cole  (New  York)  :  Has  the  ]\Iartin  case  been  dis- 
cussed at  all  ? 

Chairman  Holcomi;  :  It  has  been  discussed  in  the  papet.  We 
are  now  talking  about  Moore  versus  Mitchell.  Will  you  step  up 
here.  It  is  difficult  to  be  heard  down  in  the  end  of  the  room.  The 
Martin  case  has  not  been  discussed. 

Seth  T.  Cole:  Mr.  Chairman,  Ladies  and  Gentlemen:  I  am  at 
somewhat  of  a  disadvantage,  having  been  in  attendance  at  a  com- 
mittee meeting,  and  not  having  had  the  benefit  of  hearing  the  paper 
which  I  am  expected  to  discuss,  but  I  can  say  a  word  about  the 
Martin  case,  so  that  you  may  know  what  the  situation  is.  A  de- 
cision is  expected  in  the  reasonably  near  future. 

Mrs.  Martin  was  a  resident  of  the  state  of  Connecticut,  and  that 
was  her  domicile,  unquestioned  and  no  dispute  about  it.  At  the 
time  of  her  death  she  conducted  an  antique  shop  in  the  state  of 
Connecticut.  She  had  money  on  deposit  in  a  Connecticut  savings 
bank.  She  owned  some  tangible  personal  property  situated  in  the 
state  of  New  York,  of  minor  value,  and  she  owned  some  intangibles 
in  the  nature  of  stocks  and  bonds,  which  were  kept  in  the  state  of 
New  York. 

Under  the  decision  of  the  United  States  Supreme  Court  in  the 
case  of  Blodgett  versus  Silberman,  Connecticut  had  the  undoubted 
right  to  impose  an  inheritance  tax  upon  all  of  her  intangible  per- 
sonal property,  in  addition  to  the  tangible  personal  property  which 
was  situated  in  Connecticut.  But  immediately  after  her  death  her 
executor  sent  a  moving  van  over  to  Connecticut,  loaded  the  contents 
of  the  antique  shop  into  it,  and  brought  the  contents  into  New 
York.  At  the  same  time  the  executor  withdrew  the  deposit  in  the 
Connecticut  bank,  brought  the  money  over  to  New  York,  and  then 
made  application  to  the  New  York  Probate  Court  for  the  probate 
of  her  will,  without  making  any  similar  application  to  the  courts  of 
Connecticut,  and  asked  the  New  York  Probate  Court  to  decree  the 
distribution  of  all  the  assets  of  her  estate,  without  regard  to  the 
rights  of  the  state  of  Connecticut  to  its  inheritance  tax. 

If  it  is  possible  for  an  estate  to  adopt  that  procedure,  it  becomes 
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evident  at  once,  aside  from  a  consideration  to  which  I  shall  later 
refer,  that  it  will  be  practically  impossible  to  maintain  an  adequate 
system  of  inheritance  taxation  in  this  country;  and  reciprocity  laws, 
for  which  we  have  conducted  so  successfully  a  campaign  over  a 
period  of  years,  will  have  an  effect  directly  adverse  to  that  which 
was  intended,  because,  in  this  case  for  example,  New  York  has 
undertaken  to  forego  the  taxation  of  the  intangibles  of  Mrs.  Martin 
because  Connecticut  on  its  part  undertakes  not  to  tax  the  intan- 
gibles of  New  York  residents,  that  compact  being  based  very  plainly 
upon  the  proposition  that  the  state  of  domicile  should  not  alone 
have  the  right  to  impose  an  inheritance  tax  but  should  also  have 
the  power  to  enforce  the  tax. 

Where  an  estate  is  subject  to  the  federal  estate  tax,  and  the  80 
per  cent  credit,  it  matters  little,  of  course,  whether  the  state  taxes 
be  paid  to  the  state  of  domicile  or  to  some  other  state,  and  therefore 
the  incentive  to  dodge  the  tax  is  missing.  But,  in  estates  of  less 
than  $100,000  a  very  real  problem  is  presented,  and  should  the 
federal  estate  tax  be  repealed,  why,  of  course,  the  same  problem 
would  apply  to  all  estates  regardless  of  their  size. 

The  state  of  Connecticut  came  into  the  New  York  courts  and 
objected  to  the  distribution  of  the  property  and  asked  that  the  assets 
be  returned  to  Connecticut  for  administration  there,  in  order  that 
Connecticut  might  collect  its  taxes. 

Following  the  decision  of  the  Xew  York  courts  in  the  case  of 
Colorado  versus  Harbeck,  in  w-hich  it  was  held  that  Colorado  could 
not  sue  an  executor  and  beneficiaries  in  New  York  for  a  Colorado 
inheritance  tax,  the  Surrogate's  Court  held  that  Connecticut  could 
not  be  heard  in  the  ^^lartin  case.  An  appeal  was  taken  to  the  Appel- 
late Division,  the  secondary  court,  and  the  Appellate  Division 
affirmed,  and  the  case  is  now  before  the  Court  of  Appeals  in  our 
state.  The  decision  is  undoubtedly  of  very  great  interest  through- 
out the  nation,  and  Xew  York,  IMassachusetts,  Maryland  and  New 
Jersey  have  all  joined  in  presenting  a  brief,  which  I  prepared,  to 
the  Court  of  Appeals,  asking  that  Connecticut  be  granted  the  relief 
which  it  seeks. 

Chairman  Holcomk:  That  is  a  very  interesting  discussion  of 
that  particular  line  of  cases.  Now  then,  we  have  this  question  of 
exhausting  the  relief  in  the  administrative  field  before  you  have  a 
shot  at  the  courts.  That  is  the  North  Carolina  case.  If  Mr.  Max- 
well were  here,  perhaps  he  would  tell  us  something  about  that. 

(No  response) 

Chairman  IIolcomi!:  Possibly  we  can  pass  over  that  case.  It 
is  a  peculiar  doctrine  but  it  is  interesting  at  least  to  have  the  court 
tell  us  exactly  wliat  the  limitations  are  on  api)eal  in  the  federal 
court. 
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Xow,  we  have  that  group  of  cases  dealing  with  the  power  of  the 
taxation  of  agencies,  of  the  nation  by  the  state,  and  of  the  state  by 
the  nation.  There  the  inheritance-tax  law  was  involved.  Is  Mr. 
Baker  here?  Perhaps  he  would  know  something  about  that  case. 
Is  there  somebody  from  Alabama  or  South  Dakota  here?  I  saw 
Judge  Baer  here,  but  he  must  have  escaped.  Judge  Baer  does  not 
now  seem  to  be  here.  By  the  way,  the  Dean  suggested  that  the 
Supreme  Court  of  the  United  States  had  affirmed  that.  That  is 
not  quite  so.  The  old  phrase  "  certiorari  denied  "  is  all  we  have  in 
that  case,  and  that  means  anything  you  want  to  have  it  mean.  To 
my  knowledge  it  has  never  been  defined.  I  believe  Justice  Hughes 
in  his  lectures  before  Columbia  did  discuss  that.  I  always  intended 
to  read  them  with  that  end  in  view.  I  know  of  another  case  that 
is  involved  in  that  and  that  is  the  recent  Oklahoma  three-judge 
decision  on  the  sale  of  gasoline  for  use  by  an  airway  company  that 
was  interstate  in  character.  Is  Mr.  Latting  here,  or  Mr.  Deardorff  ? 
Judge  Vaughan  is  another.  He  is  interested  in  the  surplus  trading 
case.  I  remember  that.  That  is  a  sticker  for  the  Supreme  Court. 
You  might  tell  us  what  they  are  going  to  do  with  that. 

George  Vaughax  (Arkansas)  :  They  have  already  done  it.  The 
surplus  trading  case  was  decided  on  the  2nd  of  June,  decided  in 
favor  of  the  taxpayer,  and  it  was  a  surprise,  if  we  judged  what  the 
law  would  be  by  what  the  Supreme  Court  had  previously  uttered. 
We  are  at  sea  somewhat. 

The  Dean  has  covered  the  field  of  these  five  or  six  cases  very 
thoroughly.  I  just  want  to  address  myself  in  a  very  brief  manner 
to  a  few  general  remarks  in  connection  with  what  the  presiding 
officer  indicated,  that  we  are  not  to  speak  as  to  what  the  law  ought 
to  be  but  rather  as  to  what  the  law  is.  A  great  many  of  us  are 
mistaken  as  to  what  the  law  is.  We  thought  the  law  of  Blackstone 
versus  Miller  was  the  law  until  the  Supreme  Court  changed  its 
mind.  And  we  thought  we  knew  what  the  law  was  on  the  taxation 
of  national  banks  until  after  40  or  50  years  a  new  interpretation 
was  obtained. 

I  think  it  behooves  us  as  students  of  taxation  to  go  further  than 
what  the  surface  of  the  law  reads  and  find  out  what  was  the  legis- 
lative intent,  with  due  consideration  of  what  is  right  and  proper, 
and  if  we  do  that  we  will  soon  get  these  matters  settled. 

Now,  I  believe  the  Dean  in  the  leading  paper  made  a  general 
conclusion  or  summary  that  the  power  of  the  domiciliary  estate  for 
the  transfer  of  a  transfer  tax  has  been  fully  exploded,  and  I  think 
Mr.  Bradford  concurred  substantially  in  that  proposition. 

Now,  I  do  not  believe  that  the  idea  of  so-called  multiple  taxation 
is  entirely  indefensible.  While  I  think  it  is  unjust  to  have  multiple 
taxation  if  it  can  be  avoided,  in  view  of  the  organization  of  our 
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government  as  a  federation  of  states,  ami  the  unavoidable  inter- 
relations, affiliations  and  transactions,  a  certain  measure  of  dupli- 
cate burden  cannot  be  avoided.  Certainly  1  feel  that  the  state  of 
domicile  of  a  corporation  should  have  a  right  to  tax  the  value  of 
the  stock  transfer,  wherever  the  owner  may  live.  That  point  I 
believe  has  not  been  thoroughly  explored.  That  we  understand  to 
be  the  law  now.  On  the  other  hand,  the  state  of  the  residence 
of  the  holder  of  that  stock  for  other  reasons  has  a  certain  right. 

Now,  the  great  problem  to  me  would  be  to  adjust  between  the 
competing  states,  to  avoid  duplicate  taxation  by  some  system  that 
has  never  been  invented,  yet  that  is  workable.  Reciprocity  would 
cover  it  if  we  could  attain  that,  so  as  to  collect  one  tax  and  dis- 
tribute the  benefit  equitably  between  the  competing  states. 

Now,  another  point  touched  on,  the  extra-territorial  power  of 
enforcing  revenue  laws.  We  have,  all  of  us,  understood  the  idea 
of  the  power  of  comity  between  states  and  nations.  It  goes  a  long 
way  in  the  conflict  of  law.  The  idea  of  comity  is  given  consider- 
able weight.  Why  should  not  that  idea  of  comity  be  carried  to  a 
relationship  that  is  more  vital  than  anything  else,  and  that  is  to  the 
sustaining  of  respective  governments.  It  seems  to  me  that  the  law- 
ought  to  be  that  a  state  that  has  a  just  claim  against  one  of  its 
citizens  or  taxpayers,  due  it,  ought  to  be  able,  if  that  taxpayer 
undertakes  to  dodge  the  payment  of  that  claim  by  going  to  another 
state  to  come  in  as  a  welcome  guest  in  the  other  state,  through 
comity,  and  that  that  second  state  should  assist  at  least  in  enforcing 
what  the  law  was  and  assist  in  imposing  a  tax  if  that  is  just; 

In  the  compromises,  and  so  on,  made  between  the  states  and  the 
federal  government,  it  is  interesting  to  note  that  there  is  pending 
in  California  now  an  amendment,  among  the  twenty-seven  amend- 
ments I  believe  proposed  to  be  voted  on,  which  bears  upon  the 
power  of  the  state  to  impose  a  tax  on  toll  bridges.  A  compromise 
is  sought  whereby  the  localities  or  the  counties  or  the  subdivisions 
of  the  state  might  secure  a  proper  contribution  from  these  states 
that  are  taxing  through  the  tolls  their  citizens — by  virtue  of  a  com- 
promise between  the  county  and  the  state.  As  Dean  Waterman  has 
so  clearly  pointed  out  though,  it  is  a  different  proposition  when  you 
are  dealing  with  a  state  and  its  subdivisions  of  governmental  units, 
from  the  pro])()siti()n  of  the  state  dealing  with  the  federal  gov- 
ernment. 

Repeating,  I  think  tliat  it  is  very  appropriate  for  us  to  state  what 
the  law  should  be  in  these  connections  and  to  invoke  the  assistance 
of  equity  and  justice  and  thereby  secure  a  more  just  and  equitable 
interpretation  of  difficult  features  of  our  statutes.     Thank  you. 

Chairman  IIoixx)Mh:  I  just  want  to  say  that  the  remedy  for 
that  is  to  apply  to  the  legislature,  and  that  leads  me  to  call  attention 
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to  my  contribution  to  the  cover  of  the  program.  I  beheve  if  the  last 
few  lines  of  that  quotation  were  carried  out  we  should  have  less 
question  as  to  what  the  law  is,  if  the  legislature  stated  in  clear 
terms  what  is  meant.     Then  we  should  not  blame  the  court. 

Now  is  there  anyone  else  who  wishes  to  make  any  contribution 
to  this  interesting  subject? 

W.  T.  McCoNNELL  (Oklahoma)  :  As  to  the  status  of  the  gaso- 
line tax  law  in  Oklahoma,  it  is  rather  up  in  the  air.  The  federal 
judges  have  tentatively  held,  I  believe,  that  a  state  may  not  impose 
a  tax  upon  gasoline  used  in  airplane  transportation,  as  being  a  tax 
on  interstate  commerce.  However,  they  have  not  definitely  decided 
upon  that,  and  there  will  be  a  hearing  some  time  in  the  future  upon 
the  real  merits  of  the  case. 

As  to  inheritance  taxes,  the  question  submitted  here  by  the  Dean 
is  very  interesting  to  me. 

I  had  a  case  which  presented  a  peculiar  problem,  that  I  should 
like  to  have  decided.  Montfort  Jones,  a  former  resident  of  the 
state  of  Oklahoma,  accumulated  quite  a  fortune  from  banking  busi- 
ness in  the  state.  At  the  time  of  his  death,  I  believe  in  1927,  he 
left  in  his  estate  municipal  bonds  of  the  state  of  Oklahoma,  Liberty 
bonds  of  the  United  States  and  bonds  of  Holmes  County,  Missis- 
sippi, on  deposit  in  a  bank  of  which  he  was  vice-president,  in 
partnership  with  his  brother,  admittedly  having  a  taxable  situs  in 
the  state,  about  two  million  dollars'  worth  of  these  bonds.  The 
statement  of  facts  shows  that  there  was  no  intention  of  removing 
these  bonds  at  any  time;  that  they  were  kept  there  as  an  investment 
and  for  the  purpose  of  collecting  the  interest.  He  died  a  resident 
of  the  District  of  Columbia.  Xow,  this  case  was  instituted  in  the 
County  Court  of  Creek  County,  Oklahoma,  where  ancillary  pro- 
ceedings were  had.  The  executors,  his  brothers,  or  one  of  them  at 
least,  was  a  resident  of  the  state  of  Oklahoma.  These  bonds  were 
inventoried  with  the  real  property  and  other  personal  property  that 
was  situated  within  the  state.  We  attempted  to  collect  about  $58,000 
transfer  taxes.  The  bank  holding  these  bonds  gave  notice  under 
the  statute  that  they  intended  to  transfer  them  to  the  executor. 
The  case  was  instituted  before  the  decision  in  Blodgett  versus  Silber- 
man,  and  of  course  we  relied  largely  upon  the  decisions  that  had 
gone  before,  but  the  violation  of  the  Fourteenth  Amendment — due 
process  of  law  —  was  not  pleaded  as  a  defense,  and  the  decision 
turned  upon  the  construction  of  the  Oklahoma  statute  as  to  what 
was  tangible  and  what  was  intangible.  The  court  decided  that  the 
legislature  had  not  defined  this  property  as  tangible  but  had  defined 
it  as  intangible.  We  took  objections  to  that  decision,  filed  a  motion 
for  rehearing,  which  was  promptly  overruled,  and  thinking  that 
perhaps  the  court  had  not  given  due  consideration  to  the  matter,  we 
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filed  a  second  petition  for  rehearing  and  asked  for  oral  argument 
on  that  petition,  which  was  orally  argued  last  week.  The  question 
has  occurred  to  me,  who  has  a  right  to  say  that  a  thing  is  tangible 
or  intangible?  May  the  state  not  declare  what  is  property  and 
subject  to  its  jurisdiction  or  subject  to  taxation  within  its  jurisdic- 
tion, when  that  thing  is  located  there?  The  chose-in-action  under 
these  bonds  is  located  in  Oklahoma.  The  bonds  were  physically 
present  there  and  they  were  there  for  safe  keeping  and  for  the 
purpose  of  collecting  the  interest  from  the  state  or  municipalities. 
The  executor  lived  there  and  the  heirs  or  part  of  them  lived  in  that 
state.  Now  then,  that  is  one  question.  The  Fourteenth  Amendment 
was  originally  intended  to  provide  equality  between  the  states  in 
the  treatment  of  the  citizens  of  the  different  states.  Now,  in  the 
present  application,  it  takes  away  from  the  state  the  power  to  de- 
clare what  within  its  jurisdiction  is  property  or  not  property.  How 
are  they  going  to  obtain  these  bonds  under  our  statute,  which  pro- 
vides that  they  cannot  be  transferred  without  the  consent  of  the 
state?  The  same  thing  would  apply  if  it  were  shares  of  stock 
located  within  that  state,  the  domestic  corporation  being  within  that 
state  —  the  issuance  of  the  shares  of  stock.  My  idea  is  that  the 
continuation  of  the  encroachment,  or  rather  the  broadening  of  the 
meaning  of  the  Fourteenth  Amendment — due  process  of  law — will 
destroy  the  power  of  the  state  to  say  what  is  property  or  what  is 
not  property  within  the  state,  if  it  is  to  be  left  entirely  to  some 
other  jurisdiction  outside  of  the  state.  I  am  not  saying  what  the 
court  ought  to  do  in  this  particular  case,  but  it  presents  a  problem. 
If  they  can  say  that  bonds  of  a  municipality  of  the  State  of  Okla- 
homa, or  any  other  state,  which  has  the  right  at  the  time  of  issuance 
of  the  bond  to  exempt  it  from  taxation  or  to  include  it  for  taxation, 
and  has  the  same  right  to  say  that  shares  of  stock  issued  by  a 
domestic  corporation  may  not  be  subject  to  the  laws  of  tlie  state 
which  issues  the  stock,  we  are  on  dangerous  ground,  and  we  ought 
to  give  consideration  to  tliese  things. 

I\I.\RTiN  S.\XE  (New  York)  :  I  just  want  to  say  one  word  to 
emphasize  the  very  excellent  point  n-hich  Dean  Waterman  made  in 
indicating  the  trend  of  the  United  States  Supreme  Court  in  con- 
sidering particularly  tax  questions  in  the  light  of  economics.  Now. 
we  know  that  for  years  the  Supreme  Court  has  indicated  that  laws 
shall  be  construed  in  the  light  of  their  practical  effect  and  opera- 
tion, their  necessary  effect  and  operation.  A  statute  may  be  per- 
fectly good  on  its  face,  yet  if  in  its  necessary  operation  and  eft'ect 
it  is  unconstitutional,  the  court  will  so  declare  it.  Now  likewise 
they  are  pointing  out  that  laws,  particularly  tax  laws,  must  be  con- 
sidered in  the  light  of  economic  law,  and  I  think  it  is  a  very  wel- 
come sign,  and  I  am  happy  that  Dean  Waterman  has  pointed  out 
the  effect  of  the  Minnesota  and  Missouri  decisions. 
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Chairman  Holcomb:  The  Dean  wonders  whether  there  have 
been  any  cases  before  the  delegates  involving  taxation,  inheritance 
tax  or  otherwise,  of  so-called  investment  trusts.  I  do  not  happen 
to  know  of  any  case  myself,  but  if  you  think  of  any,  let  us  hear 
from  you. 

Harvey  Walker  (Ohio)  :  Mr.  Chairman,  the  discussion  here 
this  morning,  particularly  as  respects  inheritance  taxes,  reminds  me 
very  much  of  the  excellent  suggestion  made  by  Professor  Leland 
yesterday,  that  we  may  soon  come  to  a  point  where  we  will  have  to 
turn  over  to  the  federal  government  the  problem  of  collecting  and 
administering  inheritance  taxes.  This  problem  of  reciprocity  and 
comity  has  reached  such  a  perplexing  point  of  difficulty  that  that 
may  be  one  way  out.  One  of  the  speakers  suggested  we  should 
have  to  find  some  w^ay  that  had  not  yet  been  tried,  and  that  offers 
some  possibilities,  I  should  think.  The  difficulties  of  the  gentleman 
from  Connecticut  in  having  the  assets  removed  to  New  York,  and 
thereby  removing  them  from  tax  situs  in  Connecticut,  might,  it 
seems  to  me,  be  reached  by  some  agreement  between  the  states  that 
they  would  prevent  the  removal  of  taxable  assets  before  the  tax  had 
been  collected. 

Only  one  other  point,  and  that  is  in  connection  with  this  relation- 
ship between  the  states  and  the  federal  government  on  questions 
of  taxation  of  governmental  enterprises  and  non-governmental  en- 
terprises. There  are  no  new  points  established,  so  far  as  I  can  see, 
by  the  recent  cases  cited  by  Dean  Waterman,  but  there  is  one  point 
that  it  seems  to  me  needs  emphasis,  and  that  is  that  the  United 
States  Court  accepts  the  responsibility  for  deciding  not  only  whether 
the  federal  government  may  be  taxed  —  and,  as  he  has  indicated, 
the  Supreme  Court  has  decided  it  may  not  be  taxed  under  any 
circumstances,  regardless  of  type  of  activity  in  which  it  engages — 
but  the  same  court  decides  whether  a  particular  enterprise  carried 
on  by  a  state  is  or  is  not  governmental,  and  if  it  happens  to  decide 
that  it  is  not  governmental,  then  it  becomes  subject  to  whatever 
taxes  are  imposed  by  the  federal  government.  It  seems  to  me  that 
the  federal  government  is  in  a  position  of  having  an  undue  ad- 
vantage in  this  connection.  And,  while  we  are  discussing  what  the 
law  is  and  not  what  it  should  be,  I  think  this  particular  group  is  in 
a  position  to  influence  what  the  law  shall  be,  so  far  as  it  can  be 
effected  by  constitutional  and  legislative  changes,  and  it  might  be 
well  to  keep  that  in  mind. 

Chairman  Holcomb  :  The  Dean  left  one  other  thought.  He 
said,  what  is  the  bearing  of  this  on  the  purposes  and  aims  of  the 
reciprocity  movement?  And  the  slight  discussion  we  have  had 
here  w'ould  indicate  that  we  need  the  continuation  of  our  reci- 
procity committee.     The  chairman  has  just  entered  the  hall,   and 
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even  at  this  late  hour,  with  two  other  papers,  we  should  just  like 
to  hear  a  word  from  Senator  Edmonds  of  Pennsylvania. 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  am  sorry  I  missed  the 
paper  and  I  am  sorry  I  missed  the  discussion.  Our  committee  was 
just  meeting.  We  met  at  8  o'clock  in  order  to  get  our  work  done 
and  conclude  it  by  10:30.  May  1  ask,  sir,  that  you  allow  me  to 
reserve  my  discussion  until  tomorrow  evening,  when  the  report  of 
the  committee  will  be  presented,  and  at  that  time  we  hope  to  have 
the  advantage  of  the  suggestions  made  from  the  floor  here  that  we 
can  incorporate  in  the  report. 

Chairman  Holcomb:  If  anyone  thinks  of  anything  of  extreme 
importance  on  this  phase  of  the  program  we  shall  be  glad  to  hear 
from  him. 

Walter  J.   AIattison    (Wisconsin)  :   ]\Iay   I   just  make   at  this 
time  a  very  brief  report  on  the  cases  that  were  discussed  last  year 
by  Doctor  Ralph  Jones,  in  which  he  analyzed  the  four  cases  that  . 
arose  in  the  state  of  Wisconsin,  and  w^hich  were  pending  before  the 
courts  of  the  state  of  Wisconsin  at  that  time. 

Three  of  the  cases  have  been  decided.  You  recall  Doctor  Jones' 
discussion  was  on  the  apportionment  fraction,  and  he  discussed  the 
Buick  Motor  case,  the  Palmolive  case,  the  Burroughs  Adding  Ma- 
chine case,  and  the  Diamond  Match  Company  case.  The  Diamond 
Match  Company  case  was  settled  out  of  court.  The  Buick  Motor 
Company  case,  you  will  recall,  involved  the  apportionment  of  in- 
come to  the  manufacturing  concern  and  to  the  sales  organization, 
in  the  face  of  a  contract  which  existed  between  the  General  Motors 
Company  and  its  subsidiary,  the  Buick  Motor  Company,  under 
which  the  Buick  Motor  Company  agreed  to  sell  a  quarter  of  a 
billion  dollars'  worth  of  Buick  cars  all  over  the  world  for  $2500  a 
year.  The  tax  commission  of  Wisconsin  went  behind  that  con- 
tract and  treated  the  Buick  Company  as  though  it  were  an  ordinary 
independent  sales  organization  and  assessed  and  levied  an  income 
tax  on  the  income  which  it  would  have  derived  had  it  been  an 
independent  sales  organization.  In  that  case  the  District  Court  for 
the  Eastern  District  of  Wisconsin  sustained  the  position  of  the  tax 
commission,  and  that  case  is  now  on  appeal  in  the  Circuit  Court  of 
Appeals  in  Chicago. 

On  the  question  of  the  Burroughs  Adding  Machine  Company, 
which  many  of  you  asked  me  about  after  the  discussion.,  that  case 
went  before  the  court.  It  was  an  equity  case — an  injunction — and 
the  court  said  that  the  Wisconsin  Tax  Commission  had  a  right  to 
demand  of  the  Burroughs  Adding  Machine  subsidiary  a  consoli- 
dated return.  That  concern  was  the  only  one  within  the  jurisdic- 
tion of  the  Wisconsin  Tax  Commission  that  could  give  that  return, 


SOME  RECENT  LEADING  TAX  DECISIONS  219 

and  inasmuch  as  it  failed  to  give  such  a  return  it  had  no  standing 
in  a  court  of  equity,  and  for  that  reason  the  doomage  assessment 
which  the  Wisconsin  Tax  Commission  imposed  upon  the  Burroughs 
Adding  Machine  Company  was  sustained — purely  on  that  ground; 
but  the  court  in  discussing  the  case  said  that  the  tax  commission 
plainly  had  the  right  to  go  back  of  this  inter-company  contract  and 
assess  the  corporation  on  its  true  income. 

The  Palmolive  case  was  not  handled  by  me.  It  was  handled  by 
the  Attorney  General's  office,  in  the  Western  District,  and  the  Dis- 
trict Court  in  that  case,  following  the  Buick  Motor  case,  held  that 
they  had  a  right  to  go  behind  this  inter-company  relationship  and 
assess  the  true  net  income  that  the  subsidiary  earned  within  the 
taxing  jurisdiction.     I  thank  you. 

Chairman  Holcomb  :  You  represented  the  state  ? 

Mr.  Mattison  :  The  Burroughs  Adding  Machine  Company  and 
the  Buick  Motor  Company  cases  were  injunctions  against  the  city 
of  Milwaukee.  I  handled  those  two  cases  for  the  city  of  Milwaukee. 
The  Palmolive  case,  although  arising  in  the  city  of  Milwaukee,  was 
an  action  brought  against  the  tax  commission,  and  that  was  handled 
by  the  Attorney  General's  office. 

Mr.  Chairman,  may  I  add  this,  too?  A  gentleman  from  North 
Dakota  asked  yesterday  whether  the  reports  would  be  available  for 
presentation  to  the  legislature.  Might  I  say  that  not  only  is  that  a 
wonderful  use,  but  the  very  keen  analyses  that  Doctor  Jones  gave 
in  his  paper  last  year  on  these  cases  were  used  by  myself  before  the 
court  to  very  great  advantage.  That  is  one  use  that  can  be  made 
of  papers  that  are  read  before  this  organization,  and  it  is  a  use  that 
should  be  encouraged. 

Chairman  Holcomb-:  I  believe  we  have  had  a  very  useful 
session.  It  is  wonderful  to  me  to  see  so  many  stay  through  this. 
But,  I  believe  we  ought  to  pass  on  and  take  up  the  next  paper, 
which,  as  you  know,  is  a  very  interesting  one,  and  one  we  have 
never  discussed,  as  I  recall,  at  any  particular  conference.  It  is  a 
subject  that  presents  itself  immediately  to  the  ordinary  mind — if  a 
man  pays  an  income  tax  shouldn't  he  have  some-  credit  for  his 
property  tax?  That  is  the  obvious  reaction  you  get  from  the 
business  man.  Isn't  it  fair  ?  I  am  interested  myself  in  what  the 
doctor  is  going  to  tell  us  on  that  subject.  Doctor  Simpson,  as  you 
know,  has  long  been  connected  with  the  Institute  for  Economic 
Research.  He  has  made  some  valuable  contributions  to  the  subject, 
notably  the  recent  survey  of  the  city  of  Chicago  real-estate  situa- 
tion.    Doctor  Simpson,  will  you  favor  us  at  this  time? 
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THI-:  i-:ffect  of  a  property  tax  off-set 

UNDER  AX  IXCOM]-:  TAX 

HKRliKRT    I).    SIMPSON 
J'rofessor  of  Kcononiics,  Northwestern   University 

The  |)rol)lcin  of  a  property  tax  off-set  under  an  income  tax  has 
been  with  us  for  nineteen  years.  Like  many  other  governmental 
problems,  it  hails  from  an  original  habitat  in  the  state  of  Wisconsin, 
where  it  was  adopted  in  connection  with  the  income  tax  of  1911. 
And  like  most  tax  problems,  it  grew  out  of  a  particular  set  of 
circumstances  prevailing  at  the  time.  In  Wisconsin,  the  advocates 
of  the  income  tax  had  based  their  campaign  largely  on  a  plea  for 
substitution  of  an  income  tax  in  place  of  the  personal  property  tax. 
The  adoption  of  the  tax  was  accompanied,  therefore,  by  the  exemp- 
tion of  large  classes  of  personal  property  entirely  and  the  privilege 
of  applying  the  taxes  paid  on  other  classes  of  personal  property 
against  any  income  taxes  that  might  be  due.  This  off-set  privilege 
was  continued  in  Wisconsin  until  1925. 

Various  forms  of  property  tax  off-sets  —  personal  property,  tan- 
gible property,  personal  and  real  property  taxes — have  been  incor- 
porated in  income  tax  legislation  in  North  Dakota.  Missouri,  Mis- 
sissippi, Oregon,  Washington,  and  California.  The  problem  has 
been  an  acute  issue  in  California  for  the  past  two  years,  in  connec- 
tion with  the  reorganization  under  way  there.  In  Illinois,  the  real 
estate  groups  and  the  farmers'  organizations  have  urged  provision 
for  a  property  tax  off-set  in  all  of  the  recent  movements  for  the 
adoption  of  a  state  income  tax.  In  this  demand  the  farmers'  organ- 
izations have  been  particularly  insistent,  urging  that  the  farmer  at 
least  ought  to  have  whatever  relief  could  be  afforded  by  allowing 
him  to  ap]ily  his  heavy  general  property  tax 'against  any  income  tax 
levied. 

Against  the  off-set  it  l.as  been  urged  that  such  off-set  would 
greatly  reduce  the  revenue  yield  of  an  income  tax,  various  authori- 
ties in  Illinois  estimating  this  reduction  to  be  as  high  as  75%  to 
80%  of  total  yield.  It  has  also  been  urged  that  such  an  off-set 
would  practically  take  farm  and  rural  taxpayers  out  of  the  range 
of  any  income  tax  and  would  make  the  income  tax  entirely  an 
ur])an  tax. 

In  view  of  these  wide  differences  of  opinion,  a  committee  of  the 
Chicago  Real  Estate  Roard  asked  us  some  time  ago  to  investigate 
the  possibility  of  getting  such  actual  facts  as  would  make  it  possible 
to  determine  definitely  what  the  effect  of  such  an  off-set  would  be 
upon  the  yield  of  an  income  tax  and  upon  the  distribution  of  bur- 
dens under  the  tax.  Unfortunately  the  factors  upon  which  any 
definite  answer  to  these  questions  depends  are  extremely  elusive. 
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These  factors  would  include  the  distribution  of  property  holdings 
among  individuals  and  classes,  the  distribution  of  income,  the 
present  actual  rates  of  property  taxation  at  the  time  the  problem  is  / 
considered,  the  prospective  income  taxes  that  various  individuals 
and  classes  would  pay  under  the  type  of  income  tax  contemplated, 
the  amount  of  revenue  which  such  an  income  tax  would  yield,  and 
the  amount  by  which  this  revenue  would  either  decrease  present 
property  taxes  or  prevent  a  potential  increase  in  future  property 
taxes. 

We  found  that  accurate  data  on  these  factors  could  not  be  secured 
in  Illinois  except  at  a  prohibitive  cost  of  time  and  money.  We  did, 
however,  attempt  to  secure  similar  data  in  Wisconsin,  where  we 
had  the  advantage  of  a  state  income  tax  in  operation  and  the  privi- 
lege of  access  to  the  returns,  and  where  we  were  assured  of  every 
cooperation  on  the  part  of  tax  officials.  It  is  the  result  of  this 
attempt  that  I  shall  present  briefly  now. 

We  selected  Dane  County,  in  which  ]\Iadison,  the  State  Capital, 
is  situated,  because  it  represents  a  diversified  group  of  industries 
and  occupations,  both  rural  and  urban,  and  because  it  represents  a 
per-capita  wealth  and  income  somewhat  above  the  average  for  the 
state  and  therefore  probably  more  closely  approximating  the  con- 
ditions in  Illinois  and  in  other  more  industrialized  sections.  We 
have  analyzed  the  detailed  situation  of  5086  taxpayers — their  prop- 
erty holdings,  their  income,  their  actual  property  taxes  and  income 
taxes  paid  in  1928,  and  have  worked  out  what  their  exact  situation 
W'Ould  be  under  three  different  types  of  tax  systems,  namely : 

I.  A  straight  property  tax. 
II.  A  property  tax  combined  with  an  income  tax,  without  off-set. 
III.  A  property  tax  combined  with  an  income  tax  with  property 
tax  off-set. 

We  have  assumed  that  the  same  amount  of  revenue  was  to  be 
raised  under  each  alternative,  this  being  the  amount  of  revenue  that 
was  actually  paid  by  these  5086  taxpayers  in  1928.  The  problem 
then  becomes :  how  differently  would  the  burden  of  a  given  amount 
of  taxes  rest  on  these  5086  taxpayers  under  the  three  alternative 
forms  of  raising  the  revenue  ? 

We  have  assumed  property  tax  rates  at  the  average  rate  through- 
out Dane  County,  which  was  approximately  2%  on  full  value,  and 
have  assumed  the  Wisconsin  income  tax.  It  will  be  noted,  of 
course,  that  this  deals  entirely  with  individual  incomes,  under  a 
personal  income  tax.  our  analysis  of  similar  corporate  data  not 
having  got  far  enough  along  to  warrant  presenting  any  results. 

But  here  are  our  results  thus  far,  for  individual  incorries  under 
a  personal  income  tax.  first,  with  regard  to  the  yield;  second,  with 
regard  to  the  distribution  of  burdens. 
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I.     VlKLD 

Willi  regard  to  the  yield,  we  may  offer  three  results: 

1st.  The  eft'ect  of  incorporating  a  property  tax  off-set  in  the  in- 
come tax  is  to  reduce  the  yield  of  the  income  tax  49%. 

2nd.  The  adoption  of  an  income  tax  without  off-set  would,  in  the 
situation  of  these  5086  taxpayers,  make  it  possible  to  reduce  the 
property  tax  rates  by  14%;  that  is,  to  bring  a  property  tax  rate  of 
20  mills  down  to  approximately  17  mills. 

3rd.  The  adoption  of  income  tax  with  property  tax  off-set  would 
make  it  possible  to  reduce  property  tax  rates  only  7%,  or  from  20 
mills  to  18>4  mills. 

II.   Distribution  of  Burden 

With  regard  to  distribution  of  burden,  the  story  can  best  be  told 
from  the  chart  before  you. 

The  figures  at  the  left  represent  the  total  taxes  paid  by  any  indi- 
vidual or  group,  expressed  in  percentage  of  his  property  taxes. 
That  is,  the  property  taxes  he  pays,  or  would  pay,  if  all  revenue 
were  raised  through  property  taxation,  are  taken  as  100%;  and  the 
taxes  he  would  pay  under  alternative  forms  of  taxation  are  indi- 
cated as  percentages  of  this  base.  The  figures  at  the  bottom  of  the 
chart  represent  the  ratio  of  the  incouie  tax  one  would  pay  under 
such  an  income  tax  as  that  in  Wisconsin  to  the  property  taxes  he 
does  pay.  It  becomes  necessary  to  use  these  ratios,  because  the 
results  of  an  income  tax  with  or  without  off-set  depend  not  on  the 
absolute  amount  of  property  one  owns  or  the  absolute  amount  of 
income  he  receives,  but  on  the  amount  of  his  income  relative  to  his 
property  holdings.  We  will  make  this  clear  by  actual  calculation 
in  a  moment. 

The  three  lines  represent  the  effects  of  the  three  types  of  taxes 
we  are  considering.  The  heavy  horizontal  line  assumes  that  all 
revenue  is  raised  through  a  general  property  tax,  and  the  amount 
of  tax  each  one  pays  under  that  system  is  taken  as  100%.  The 
dotted  line  (AF)  represents  the  effect  of  an  income  tax  without 
off-set;  the  broken  line  (BCG)  the  effect  of  an  income  tax  with 
property  tax  off-set. 

The  chart  thus  becomes  a  kind  of  horoscope,  in  which  all  you 
have  to  do  is  to  locate  your.self  along  that  base  line,  according  to 
the  relative  degrees  in  which  you  arc  blessed  with  property  and 
income,  and  then  read  up  the  chart  to  the  points  at  which  you 
intersect  the  three  designated  lines.  The  point  at  which  you  inter- 
sect each  one  will  tell  exactly  how^  you  individually  would  be  affected 
by  the  adpption  of  a  straight  income  tax,  in  one  case,  or  an  income 
tax  with  property  oft'-set  in  the  other,  or  by  a  continuance  of  the 
general  i)roperty  tax — assuming  all  the  time  that  you  live  in  Dane 
County,  Wisconsin,  or  in  some  equally  happy  location. 
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Let  us  take  two  or  three  concrete  illustrations. 

(1)  Suppose  you  own  property,  either  a  large  amount  or  small, 
but  that  you  are  making  no  net  income — for  various  reasons,  which 
it  will  serve  no  useful  purpose  now  to  enumerate.  You  are  situated 
at  0%.  Under  a  general  property  tax  you  pay,  we  will  say,  $100 
on  your  property.     Under  an  income  tax  without  off-set,  you  pay 
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no  income  tax,  and  you  get  the  full  benefit  of  the  reduction  in 
property  taxes  brought  about  by  those  who  do  pay  income  taxes, 
which  brings  your  total  tax  down  to  A,  or  $86.00.  Under  an  income 
tax  with  off-set,  you  pay  no  income  tax  yourself  and  make  no  use 
of  the  off-set,  but  the  diminished  revenue  from  those  who  do  avail 
themselves  of  the  off-set  lessens  the  relief  you  get  in  your  property 
tax,  and  brings  your  tax  down  only  to  $93.00. 
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Now,  if  that  zero  lino  sounds  too  hypothetical  or  theoretical,  let 
me  remind  you  that  a  large  proportion  of  the  farmers  in  Illinois 
and.  under  any  accurate  form  of  accounting,  probably  a  majority 
of  the  farmers  of  the  United  States  are  in  that  situation — are  sitting 
right  on  that  zero  line.  For  them,  an  income  tax  would  be  a  bless- 
ing; an  income  tax  with  off-set  would  be  better  than  none;  a  prop- 
erty tax  is  the  worst  kind  of  tax  they  can  have. 

(2)  Suppose  you  own  $50,000  of  property  and  have  an  income 
of  approximately  $7100,  paying  property  taxes  of  $1000  and  an  in- 
come tax  of  $70;  that  is,  your  income  tax  is  7%  of  your  property 
tax.  Go  out  on  the  base  line  to  7%  and  up  to  B.  It  is  immaterial 
to  you  whether  the  income  tax  permits  off-set  or  not ;  for  under  an 
income  tax  without  oft'-set  your  property  tax  comes  down  to  $86.00 
(for  every  $100  previously  paid),  which,  with  your  income  tax  of 
$7.00,  makes  a  total  of  $93.00.  With  an  off-set  privilege,  you  are 
able  to  off-set  your  entire  income  tax,  but  your  property  tax  is  re- 
duced only  $7.00,  making  your  total  tax  still  $93.00.  In  short,  any- 
where up  to  the  point  where  one's  income  tax  is  7%  of  his  property 
tax.  one  is  located  along  the  line  AB,  where  minimum  tax  burdens 
would  be  secured  by  the  adoption  of  an  income  tax  without  oft'-set. 

(3)  But  if  one  has  property  to  the  amount  of  $50,000,  an  income 
of  around  $11,200,  and  pays  property  taxes  of  $1,000  and  an  income 
tax  of  $200,  he  is  situated  at  207o  on  the  base  line.  An  income  tax 
without  off'-set  will  raise  his  total  taxes  to  106%,  an  increase  of 
6% ;  an  income  tax  with  off-set  will  reduce  them  to  93%,  a  decrease 
of  7%.  And  so  on,  to  the  point  where  one's  income  tax  is  100% 
of  his  property  taxes,  at  point  D.  But  beyond  that  point,  those 
who,  on  account  of  either  high  incomes  or  small  property  holdings, 
are  so  situated  that  their  income  taxes  will  be  in  excess  of  100% 
of  their  property  taxes,  will  secure  minimum  tax  burdens  through 
a  continuance  of  the  property  tax,  with  no  income  tax  of  any  form. 

This  is  the  horoscope,  for  each  one  according  to  his  position  in 
the  scale  of  jiroperty  and  income.  It  indicates  three  groups  of 
taxpayers : 

Group  AB,  who  will  benefit  through  a  straight  income  tax  with 
no  off-set. 

Group  BCD,  who  will  benefit  from  an  income  tax  with  property 
tax  off-set. 

Group  DK,  who  will  benefit  from  continuance  of  the  general 
property  tax. 

But  there  are  more  important  aspects  than  merely  these  horo- 
scopic  groupings.  One  of  these  is  the  relative  number  of  taxpayers 
in  these  dift'erent  groups;  the  other  is  the  composition  of  each 
group. 
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Group  AB  contains  54%  of  our  total  number  of  taxpayers, 
Group  BCD  13%,  and  Group  DE  33%.  The  explanation  of  the 
large  number  in  Group  AB  is  the  wide  distribution  of  property 
ownership — one  of  the  things  we  are  proud  of  in  this  country  and 
are  anxious  to  encourage.  But  this  means  that  on  these  54%,  the 
general  property  tax  rests  very  heavily  in  relation  to  any  measure 
of  tax-paying  ability.  It  means  that  to  these  547o  an  income  tax 
would  be  a  blessing,  because,  having  small  incomes,  the  additional 
tax  imposed  in  the  form  of  an  income  tax  is  more  than  off-set  by 
the  relief  afforded  through  reduction  of  the  property  tax  rates;  so 
that  for  these  54%,  the  adoption  of  an  income  tax  means  a  reduc- 
tion of  from  7  to  14%  in  their  total  tax  burdens.  Fifty- four  out 
of  every  one  hundred  taxpayers  should  vote  enthusiastically  for  a 
state  income  tax. 

Should  they  also  demand  a  property  tax  off-set  under  the  income 
tax?  They  should  not;  and  the  arithmetic  of  why  they  should  not 
is  so  simple  that  54%  of  the  taxpayers  should  be  able  to  under- 
stand it.  Small-income  classes  but  property-owning  classes,  would 
have  so  little  income  taxes  to  off-set  that  the  value  of  the  oft"-set  to 
them  is  less  than  the  reduction  of  property  taxes  that  would  be 
made  possible  if  no  off-set  were  permitted.  Any  reduction  of  prop- 
erty taxes  is  more  important  to  them  than  the  little  use  they  are  in 
position  to  make  of  an  off-set  against  an  income  tax. 

The  explanation  of  the  comparatively  large  number  in  Group 
DE,  those  who  would  benefit  from  a  continuance  of  the  straight 
property  tax.  is  the  converse  of  the  above;  that  is,  that  just  as 
property  ownership  is  characteristic  of  the  smallest  income  classes, 
including  even  the  laboring  classes,  property  ownership  is  not  char- 
acteristic of  the  clerical,  salaried  and  professional  classes,  including 
even  the  high-salaried  managerial  and  executive  groups  in  this 
class.  This  fact  is  probably  due  in  part  to  the  greater  mobility  of 
these  classes,  and  in  part  to  the  difficulties  of  maintaining  customary 
standards  of  living  among  these  classes  under  the  high  price  levels 
prevailing  throughout  the  past  decade.  Since  they  do,  however, 
secure  incomes  that  expose  them  to  substantial  income  taxes,  the 
ownership  of  whatever  property  they  do  possess  makes  the  off-set  a 
valuable  privilege ;  so  that  while  the  general  property  tax  imposes 
the  least  burden,  it  is  still  true  that  an  income  tax  with  a  property 
tax  off-set  will  impose  a  smaller  burden  than  an  income  tax  without 
an  off-set. 

The  explanation  of  the  small  number  in  Group  BC,  the  oft'-set 
beneficiaries,  lies  in  the  qualifications  necessary  for  admission  to 
that  group.  To  get  into  that  class,  one  must  have  an  income  that 
exposes  him  to  a  substantial  tax.  in  order  to  have  something  to 
off-set;  and  he  must  own  sufficient  property  in  order  to  off-set  it. 
And  while  there  are  manv  people  possessed  of  propertv.  on  the  one 
15 
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hand,  and  a  considerable  numljer  who  receive  substantial  incomes, 
on  the  other,  there  are  few  who  are  blessed  with  both,  namely  13 
out  of  every  100,  and  they  make  up  the  off-set  class. 

So  much  for  the  number  in  these  groups.  But  more  important 
still  is  the  composition  of  these  groups. 

In  the  AB  group  (Income  Tax  Beneficiaries)  are  found  96%  of 
all  the  farmers,  61%  of  the  laborers,  58%  of  the  skilled  tradesmen, 
and  50%;  of  the  business  men  operating  their  own  individual  busi- 
nesses. The  most  conspicuous  element  in  this  group  is  the  farmer. 
Ninety-six  per  cent  of  the  farmers  should  in  self-defense  support 
an  income  tax  and  should  drop  immediately  all  talk  about  a  property 
off-set.  Only  three  and  a  fraction  out  of  100  farmers  have  any 
chance  to  gain  from  an  off-set.  The  explanation  is  simple — if  our 
facts  from  Wisconsin  are  at  all  typical  of  the  situation  in  general. 
The  adoption  of  an  oft'-set  reduces  the  yield  of  the  income  tax 
49%.  That  loss  of  potential  income  tax  means  7%  more  to  be 
raised  in  the  form  of  property  taxes.  The  off-set,  in  other  words, 
will  increase  the  farmers'  property  tax  by  7%.  His  income  under 
present  conditions  is  so  small  that  he  rarely  has  an  opportunity  to 
oft'-set  an  amount  equal  to  anything  like  7%  of  his  property  tax  bill. 

A  majority  of  the  laborers,  tradesmen,  and  business  men  oper- 
ating their  own  individual  businesses  should  for  the  same  reason 
support  an  income  tax  and  oppose  an  off-set. 

In  the  DE  group  (the  Property  Tax  Beneficiaries)  are  found 
6]%  of  the  clerical  occupations,  52%  of  the  professional,  and  40%» 
of  the  other  salaried  classes;  or,  to  indicate  the  composition  of  the 
group  in  another  way,  24%  of  this  group  are  from  the  clerical 
occupations,  18%  are  salaried  people,  16%  professional,  16%  labor- 
ers, 14%  tradesmen,  5%  business  men,  .2  of  1%  farmers,  and  the 
remainder  unclassified. 

In  the  BCD  group  (the  Oft'-set  Beneficiaries)  are  found  24%  of 
the  business  men,  20%  of  the  professional,  19%  of  the  salaried,  19%^ 
of  the  laborers,  13%  of  the  tradesmen,  3.3%  of  the  farmers,  the 
remainder  being  made  up  of  clerical  and  unclassified  groups. 

A  number  of  implications  may  be  derived  from  the  facts  briefly 
summarized  above,  only  one  of  which  will  be  indicated  here.  This 
is  the  fallacy  of  the  assumption  that  under  a  property  tax  ofi"-sct 
"  property  "  must  necessarily  benefit.  The  widespread  discussion  of 
the  off-set  has  been  carried  on  largely  as  if  it  were  an  issue  between 
properly  ozvncrs,  on  one  side,  and  non-propcrly  ozuncrs,  on  the 
other.  The  fact  is  that  non-productive  or  low-income  property  does 
not  necessarily  benefit  at  all ;  and  under  normal  circumstances 
cannot  benefit  except  when  in  possession  of  an  owner  who  can  use 
it  to  oft'-set  taxes  on  incidental  or  extraneous  income  not  connected 
with  the  property.  If  we  are  speaking  of  property  as  a  business 
asset  and  of   income  derived    from   business  assets,   such   property 


PROPERTY  TAX  OFF-SET  UNDER  AX   EXCISE  TAX       227 

would  have  to  net  at  least  5  to  7%  in  order  to  put  its  owner  in  the 
off-set  class.  It  is  only  the  high-yielding  property  that  would  regu- 
larly benefit  from  the  property  tax  ofif-set. 

In  conclusion,  let  me  say  that  this  does  not  purport  to  be  in  any 
sense  a  solution  of  the  off-set  problem.  There  are  aspects  of  the 
problem  to  which  this  approach  does  not  apply  at  all.  It  is  offered, 
in  all  modesty,  as  a  suggestion  of  the  possibility  of  making  a  fac- 
tual approach  to  the  problem,  and  in  the  belief  that  even  these 
tentative  results  indicate  with  a  good  deal  of  precision  the  effects 
of  a  property  tax  off-set  upon  the  interests  of  a  number  of  groups, 
who  in  the  past  have  been  very  much  confused  in  their  conceptions 
of  their  own  best  interests. 

Chairman  Holcome  :  That  is  a  highly  interesting  and  important 
paper  and  well  worth  our  study.  It  happens  to  be  a  paper  that  we 
shall  have  to  study  before  we  can  even  intelligently  understand  it. 

Now,  we  have  another  paper  that  is  equally  important,  and  one 
that  we  have  neglected  all  these  years.  We  should  like  to  have  it 
now,  before  people  begin  to  leave.  It  was  scheduled  for  Friday. 
We  thought,  being  so  important,  it  ought  to  be  presented  while 
there  is  a  good  attendance.  Therefore,  unless  there  is  objection  to 
that  course,  we  should  like  to  have  Professor  Jensen  make  his  talk 
on  delinquent  taxes  at  this  time,  and  then  we  will  discuss  both  of 
these  papers  afterward. 

The  president  has  a  few  announcements  to  make  before  we  con- 
tinue.    I  wish  you  would  remain  for  this  paper. 

President  Fairchild:  You  may  be  interested  to  know  that  the 
registration  to  date  is  439,  representing  42  states  and  Canadian 
.provinces. 

I  have  to  announce  the  meeting  places  of  the  several  sessions 
Thursday  morning,  as  follows:  The  bank  tax  discussion  will  be  in 
the  main  conference  room,  this  room  on  the  twelfth  floor;  the  in- 
heritance tax  group  will  meet  in  the  general  assembly  room,  just 
across  the  hall,  on  this  same  floor;  the  income  tax  group  in  the 
Aztec  Room  on  the  second  floor;  the  sales  and  excise  taxes  group 
in  the  Cabinet  Room  in  the  southeast  corner  of  the  second  floor. 

It  appears  that  the  program  is  working  out  so  that  it  will  be 
possible  to  bring  everything  in  and  adjourn  the  conference  Thurs- 
day night.  Professor  Jensen's  paper  will  come  at  once;  and  that 
leaves  assigned  to  the  Friday  morning  session  only  the  matter  of 
resolutions  and  miscellaneous  business  and  adjournment.  It  will 
certainly  be  possible  for  us  to  work  the  resolutions  in  at  some  earlier 
time  to  make  it  possible  to  adjourn  the  conference  Thursday  night. 
Please  extend  this  notice  to  your  friends. 

I  also  announce  a  telegram  received   from  Professor  Lutz,   in- 


228  XATIOXAL  TAX  ASSOCIATIOX 

forming  us  that  he  will  not  be  present.  I  had  counted  on  him  to 
serve  on  the  committee  on  nominations,  and  in  view  of  his  absence 
I  hereby  appoint  Mr.  Douglas  Sutherland  of  Illinois  to  serve  in  his 
place  on  that  committee. 

Mr.  Cady  will  have  some  announcements  about  the  ride  this 
afternoon.  If  he  is  here  I  should  like  to  ask  him  to  make  that 
announcement  himself.  If  not,  he  will  doubtless  appear  here  and 
tell  you  about  it  before  this  session  adjourns  this  morning. 

Chairman  Holcomb  :  Now,  we  have  this  paper  which  is  of 
extreme  importance  to  tax  bodies  in  this  country.  I  am  greatly 
pleased  to  be  able  to  present  Professor  Jens  P.  Jensen.  I  have  a 
soft  spot  in  my  heart  for  him  because  he  has  stepped  into  the 
breach  and  helped  me  with  the  Bulletin,  and  stands  ready  to  do  so 
in  the  future.  Professor  Jensen  of  the  University  of  Kansas  will 
now  give  his  paper. 

PRESiDExr  P.MRCHii.n:  ^lay  I  interrupt  for  one  more  announce- 
ment. I  make  a  nuisance  of  myself.  I  find  that  Senator  Sullivan 
is  having  a  special  session  of  those  interested  in  the  bank  taxation 
problem  in  the  Colonial  Dames  Room  at  2 :  30  this  afternoon. 

Jens  P.  Jensen  (Kansas)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men: If  I  am  tall  enough  to  reach  this  thing  before  me  (micro- 
phone) I  will  try  to  make  myself  heard,  with  your  assistance.  Well, 
I  can  even  hear  myself  better,  with  this  thing. 

DELINQUENT  TAXES 

JENS   P.  JENSEN 
rniversity  o.*"  Kansas 

As  far  as  I  know,  this  is  the  first  occasion  on  which  the  subject 
of  tax  delinquency  has  been  given  a  place  on  the  program  of  the 
National  Tax  Conference,  in  the  form  of  a  paper  for  discussion. 
There  have  been  incidental  references  and  brief  discussions,  as 
parts  of  some  other  subject.  In  a  sense,  therefore,  I  am  engaged 
in  a  pioneering  effort.  1  mention  this  solely  in  order  to  have  at 
hand  a  valid  exjilanation  in  case  the  effort  should  not  be  very  im- 
pressive. 

Tax  delintinency  is  not  new.  Presumably,  as  long  as  there  have 
been  taxes  to  \)d\.  there  have  been  persons  who  could  not  or  would 
not  pay  the  taxes  assessed  against  them ;  and  that  is  essentially  all 
tax  delinquency  is.  As  I  was  searching  for  data  on  which  to  base 
this  paper  I  came  upon  an  old,  bound  volume,  containing  a  long 
list  of  parcels  sold  for  taxes  in  New  York  State,  some  of  the  taxes 
delinquent  more  than  a  century  ago.  A  few  minutes  later  the 
Chicago   Tribune  of   October   7   reported   that  this   year   approxi- 
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mately  300,000  parcels  of  land,  three  times  as  much  as  in  1928, 
would  be  advertised  for  sale  for  non-payment  of  taxes  in  Cook 
County.  The  estimated  amounts  involved  range  from  $5,000,000 
to  $8,000,000  of  tax  certificates,  depending  upon  how  many  the 
buyers  will  take  and  consequently  how  much  will  be  forfeited. 
The  report  continues  that  the  buyers  are  refusing  to  an  unusual 
extent  to  buy  the  tax  certificates.  Doubtless  these  enormous 
amounts  reflect  "  unusual  "  tax  weather  in  Cook  County.  But  from 
other  states  also  come  reports  tending  to  show  that  the  curve  of  tax 
delinquency  is  rising  rapidly,  though  no  one  can  say  how  generally 
or  how  uniformly.  The  evidence  clearly  shows  that  we  have  in  the 
growing  tax  delinquency  a  serious  problem  on  our  hands. 

I  make  no  claim  to  a  very  extensive,  detailed,  and  intimate 
familiarity  with  the  past  or  the  present  status  of  tax  delinquency. 
Unfortunately,  no  one  else,  to  my  knowledge,  can  make  such  a 
claim.  My  attention  was  drawn  to  the  problem  several  years  ago 
by  the  occasionally  recurring  press  accounts  of  local  delinquency 
in  diverse  places,  and  by  the  stories  of  the  more  or  less  ingenious 
methods  of  dealing  with  delinquent  real  property,  as  well  as  by  the 
efforts  in  some  states  to  prevent  delinquency  of  personal  property, 
such  as  motor  vehicles,  through  collection  of  the  property  tax  on 
the  occasion  of  the  payment  of  the  registration  fee.  Here  and  there 
a  state  tax  commission,  notably  those  of  Ohio  and  North  Carolina, 
have  published  some  statistics  of  tax  delinquency  in  recent  years. 
During  1929  it  was  my  privilege  to  participate  in  the  investigation 
of  the  Kansas  Tax  Code  Commissions  whose  inquiries  included  one 
into  the  condition  of  tax  collections.  And  during  the  past  summer 
I  have  jiarticipated  in  a  survey  of  the  Colorado  tax  system,  which 
included  an  inquiry,  through  the  courtesy  of  the  Colorado  Tax 
Commission  into  the  tax  delinquency  of  the  state. 

On  this  very  limited  factual  basis,  it  would  be  both  improper  and 
impossible  to  try  to  present  statistical  data  purporting  to  show  the 
status  of  tax  delinquency  in  the  entire  country,  and,  still  more  so, 
to  offer  an  extended  list  of  remedies.  The  scattered  samples  of 
evidence  that  have  been  available  amply  warrant  the  conclusion 
that  a  more  general  and  detailed  study  should  be  made  by  some 
agency  of  prestige  and  means.  The  task  is  beyond  the  capacity  of 
any  individual  person.  But  the  available  information  is  adequate 
to  serve  as  a  basis  for  the  formulation  of  a  list  of  intelligible  in- 
quiries designed  to  disclose  what  we  ought  to  know  about  tax  de- 
linquency. To  formulate  these  inquiries,  and  to  show  reasons  why 
they  are  necessary,  is  the  task  before  me. 

I.   Definition  of  Delinquency 
First  of  all,   it  would  seem   to   be  necessary  to   decide   what   is 
meant  by  delinquency.    It  is  desirable  that  all  students  should  speak 
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a  common  language.  Taxes  are  not  delinquent  if  they  have  never 
been  properly  assessed,  as  in  cases  where  taxable  property  has 
evaded  taxation  through  non-listing.  Yet  it  is  not  uncommon  to 
have  this  and  other  types  of  tax  evasion  designated  as  delinquency. 
And  taxes  are  not  delinquent  when  paid  under  protest  preparatory 
to  being  contested  as  allegedly  invalid.  Also,  we  do  not  have  a  case 
of  delinquent  taxes  when  payment  of  amounts  based  on  double  or 
erroneous  assessments  is  refused,  although  the  present  figures  of 
delinquencies  are  undoubtedly  swelled  by  such  amounts  to  an  un- 
known degree. 

There  are  several  stages  of  delinquency.  Presumably,  there  is  in 
every  state  a  dead-line  for  the  payment  of  taxes.  If  they  are  un- 
paid on  that  date  they  may  be  said  to  be  in  the  first  stage  of  delin- 
quency. They  will  then  be  advertised  for  sale,  but  before  being 
sold,  an  appreciable  part  is  paid.  That  part  of  the  original  delin- 
quent amount  which  is  offered  for  sale  may  be  said  to  be  in  the 
second  stage  of  delinquency.  But  some  taxes  cannot  be  sold  and 
the  state  or  county  must  then  take  the  delinquent  property  for  dis- 
posal in  some  way.  That  part  which  is  not  taken  when  offered  for 
sale  may  be  said  to  be  in  the  third  stage  of  delinquency.  It  is  quite 
probable  that  the  collection  procedure  is  such  in  some  states  that 
this  division  into  stages  does  not  fit.  It  is  merely  a  suggestion. 
It  is  possible,  for  example,  that  some  taxes  are  paid  after  the  deal- 
line  date,  but  before  being  advertised.  Those  advertised  would  then 
be  at  the  second  stage  rather  than  the  first  and  there  would  then  be 
at  least  four  stages.  But  it  is  obvious  that  if  we  are  to  have  com- 
parable statistics  of  delinquent  taxes,  the  figures  that  are  aggregated 
must  not  represent  delinquency  at  different  stages. 

In  all  states,  I  believe,  there  are  certain  additional  amounts  that 
must  be  paid  by  delinquent  taxpayers  in  the  form  of  pecuniary 
penalties,  costs,  interest,  or  forfeiture  of  discounts.  These  amounts 
appear  to  be  sometimes  included  and  sometimes  excluded.  It  would 
be  better  to  have  them  reported  separately.  Otherwise  accurate 
aggregate  figures  cannot  be  had  showing  the  extent  of  the  delin- 
quency. 

Any  tax  may  presumably  become  delinquent,  but  the  present 
discussion  relates  to  the  general  property  tax  only.  While  any  tax 
delinquency  may  be  worth  studying,  that  of  the  general  property 
tax  is  peculiarly  so  because  of  its  great  fiscal  importance,  because 
of  its  nation-wide  use.  and  because  of  its  administration  being  sep- 
arate, and  the  data  therefore  separately  available. 

II.   Extent  of  Property  Tax  Delinquency 
It  is  obviou.sly  desirable  to  know  the  extent  of  the  delinquency. 
That  is  the  best  single  measure  of  the  magnitude  of  the  problem, 
when  expressed  in   some   relation   to  the  amount  of  taxes  levied. 
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And  it  may  be  desirable  to  measure  the  delinquency  at  more  than 
one  stage.  Other  measures  there  may  be,  such  as  the  number  of 
delinquent  taxpayers,  or  the  number  of  parcels  of  delinquent  prop- 
erty advertised  for  sale,  sold,,  or  forfeited  for  non-payment. 

In  Colorado,^  in  24  counties  of  the  63  which  reported  on  that 
point,  taxes  were  charged  in  1928  to  the  amount  of  $17,742,590.76. 
Of  this  sum,  $951,420.09,  or  5.37  per  cent,  became  delinquent  and 
were  advertised  for  sale  in  1929.  Probably  that  percentage  of  de- 
linquency at  its  first  stage  represents  tolerably  accurately  the  con- 
dition of  the  entire  state  of  Colorado.  The  North  Carolina  Special 
Tax  Commission  of  1928  took  occasion  to  inquire  into  the  tax 
delinquency  of  the  state.  It  found  and  reported  -  that  of  the  total 
levy  for  1927  of  $45,695,730,  the  sum  of  $4,257,256,  or  9.32  per 
cent,  was  delinquent  and  advertised  for  sale  in  the  state.  For  some 
years  the  Ohio  Tax  Commission  has  published  amounts  of  real  and 
personal  property  taxes  delinquent  by  counties.  The  1928  report  ^ 
showed  that  of  the  total  amount  carried  on  the  1928  duplicate  of 
$378,395,036.  the  sum  of  $45,105,836.76,  or  nearly  12  per  cent,  was 
delinquent.  But  this  figure  includes  delinquencies  of  earlier  years, 
and  no  indications  are  had  of  the  delinquency  of  the  latest  year 
separately.  Hence  the  Ohio  figures  are  perhaps  not,  for  this  reason 
and  probably  for  other  minor  reasons,  comparable  with  the  figures 
for  Colorado  and  North  Carolina.  Published  delinquency  figures 
for  other  states  are  not  readily  available.  But  these  three  scattered 
states  show  delinquency  to  such  a  degree  that  the  problem  is  worth 
investigating. 

In  Colorado,  of  the  $951,420.09  of  delinquent  taxes  advertised 
for  sale  in  1929,  in  the  24  counties  reporting,  the  sum  of  $456,855.99, 
or  about  48  per  cent,  or  2.85  per  cent  of  the  total  taxes  charged, 
was  paid  after  being  advertised  but  before  being  sold.  In  North 
Carolina,  of  the  $4,257,254  advertised  for  sale  of  the  1927  taxes, 
the  sum  of  $2,457,256,*  or  57.72  per  cent  of  the  amount  advertised, 
or  5.33  per  cent  of  the  total  taxes  levied,  was  paid  before  being 
sold.  The  Kansas  Tax  Code  Commission  of  1929  inquired  into  the 
tax  delinquency,  particularly  into  the  tax  sales,  and  found  ^  that 
the  percentage  which  the  tax  sales  in  1928  were  of  total  taxes 
levied,  in  31  counties  of  the  105,  was  2.2  per  cent.  If  the  figures 
for  Colorado  and  North  Carolina  are  representative  of  the  condi- 
tion in  the  rest  of  the  states  it  would  appear  that  roughly  one-half 

1  These  figures  and  other  Colorado  figures  are  from  original  data  of  the 
Colorado  survey,  and  from  the  manuscript  of  the  yet  unpublished  report. 
-  Report,  p.  429. 
3  P.  14  and  Table  No.  8. 
■*  Report,  p.  429. 
^  Report,  p.  95. 
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of  the  taxes  that  are  deliiuiuent  at  the  tirst  staye.  that  of  being 
advertised,  reach  the  second  stag^e.  that  of  lieing  sold  for  taxes,  or 
at  least  of  being  offered  for  sale.  But  the  data  are,  of  course,  far 
too  meager  to  warrant  any  conclusion,  except  a  tentative  and  con- 
ditioned one,  on  the  extent  of  the  delinquency  at  either  the  first  or 
the  second  stage. 

III.    Distrii!l:ti().\  ur  Analysis 

For  certain  reasons  it  is  at  least  as  important  to  know  something 
about  the  nature  and  the  distribution  of  the  delinquency  as  to  know^ 
its  magnitude.  Hence  analysis  on  several  different  bases  is  neces- 
sary. 

.\.    Dislribiitioii  by  )'cars 

Is  the  delinquency  decreasing  or  increasing?  Of  course  only 
when  data  for  several  successive  years,  or  for  different  years  at 
some  interval,  are  available,  can  the  answer  to  this  question  be 
given.  The  inquiry  of  the  Kansas  Tax  Code  Commission  covered 
the  three  years  of  1920,  1925  and  1928;  and  the  respective  percent- 
ages which  the  tax  sales  were  of  total  general  property  taxes  were 
1.5  per  cent,  2.0  per  cent,  and  2.2  per  cent.  The  inquiry  of  the 
North  Carolina  Tax  Commission  covered  the  four  years,  1924  to 
1927,  inclusive;  and  the  respective  percentages  which  the  land  sales 
for  taxes  were  of  the  total  gross  charges  to  the  tax  collector  were 
3.55  per  cent,  4.17  per  cent,  5.16  per  cent,  and  5.64  per  cent.®  The 
published  delinquency  data  of  the  Ohio  Tax  Commission  cover  the 
years  1922  to  1928,  inclusive;  and  the  respective  percentages  which 
the  delinquent  taxes  were  of  the  total  taxes  carried  on  the  duplicate 
were  6.27  per  cent.  7.39  per  cent,  7.84  per  cent,  8.27  per  cent,  9.07 
per  cent,  10.25  per  cent,  and  11.93  per  cent."  The  Kansas  State 
Agricultural  College  supplied  the  Tax  Code  Commission  with  data 
showing®  that  in  21  counties  reporting,  tax  delinquency  of  farm 
real  estate  increased  329  per  cent  between  1917  and  1927. 

Though  the  Ohio  figures  are  not  comparable,  and  the  data  for  the 
other  states  are  perhaps  not  based  upon  identical  definitions,  they 
agree  well  in  showing  a  strong  upward  tendency  in  the  tax  delin- 
quency. But  it  is  to  be  remembered  that  the  period  involved  is 
that  of  the  post-war  deflation.  The  increase  in  the  delinquency  is 
real  enough,  and  is  the  symptom  of  a  real  economic  maladjustment; 
but  it  is  not  necessarily  to  be  i^redicted  that  the  curve  of  delinquency 
for  the  next  decade  will  continue  to  moiuit.  or  even  that  the  present 
high  position  will  ])e  maintained. 

'■  Report,   PI).  434-4.">'}. 
"  Report,  p.    155. 
s  Report,  p.  05. 
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B.    Geographic  Distribution 

It  is  also  desirable  to  know  how  the  delinquency  is  distributed 
throughout  the  state,  or  the  country.  For  it  is  by  comparison  of  the 
concentration  or  absence  of  delinquency  with  the  economic  char- 
acteristics of  the  afflicted  areas  that  we  shall  discover  the  causes  of 
the  delinquency,  and  learn  what  are  the  proper  remedies.  The 
available  data,  limited  though  they  are,,  show  wide  geographic  varia- 
tions. Thus  while  the  data  furnished  by  the  Kansas  State  Agri- 
cultural College  show  an  increase  in  delinquency  for  the  state  as  a 
whole  of  329  per  cent  between  1917  and  1927,  the  corresponding 
increases  were  156  per  cent  for  the  Grazing  Region,  276  per  cent 
for  the  General  Farming  Belt,  364  per  cent  for  the  Wheat  Belt, 
389  per  cent  for  the  Corn  Belt,  and  9.540  per  cent  for  the  Blue 
Stem  Region.  The  phenomenal  increase  in  the  Blue  Stem  Region 
is  partly  explained  by  the  fact  that  only  one  county  reported  in  that 
region.  It  may  be  said  that  that  county  was  not  typical.  Of  course 
not,  but  just  now  we  are  looking  not  for  the  typical  but  for  the 
variations;  and,  of  course,  the  smaller  the  areas  considered,  the 
wider  will  be  the  variations  from  the  average  for  the  state. 

The  concentrations,  or  the  variations,  are  shown  for  North  Caro- 
lina by  the  1928  Tax  Commission.^  While  of  the  1927  taxes  the 
percentage  delinquent  for  the  state  as  a  whole  was  9.32  per  cent, 
it  was  6.27  per  cent  for  the  Piedmont  Section,  7.42  per  cent  for  the 
Coastal  Plain,  14.28  per  cent  for  the  Tidewater  Section,  and  17.04 
per  cent  for  the  Mountain  Section.  It  is  interesting  that  there  are 
relatively  much  wider  variations  in  the  percentages  of  the  taxes 
that  were  actually  sold  or  offered  for  sale  than  in  the  figures  above, 
which  are  for  the  taxes  advertised.  The  taxes  offered  for  sale  in 
North  Carolina  for  1927  were  5.38  per  cent  of  the  total  taxes  levied 
for  the  state  as  a  whole.  For  the  various  sections  the  figures  were 
2.82  per  cent.  4.57  per  cent,  9.45  per  cent,  and  10.49  per  cent.  The 
greater  concentration  of  the  offerings  for  sale  than  of  the  amounts 
advertised  was  to  be  expected.  For  in  the  areas  of  high  concen- 
tration of  delinquency  we  should  expect  that  a  larger  percentage 
than  elsewhere  would  be  due  to  causes  other  than  carelessness  and 
temporary  financial  embarrassment. 

The  North  Carolina  Tax  Commission  presented  data  of  delin- 
quency by  counties  for  the  years  1924  to  1927,  inclusive.^°  While 
the  average  percentage  of  land  sold  or  offered  for  sale  for  taxes  in 
the  state  as  a  whole  was  5.64  per  cent  for  the  year  1927,  there  was 
one  county  in  which  over  20  per  cent  was  offered  for  sale,  5  in 
which  it  was  over  15  per  cent,  21  in  which  it  was  over  10  per  cent, 

"  R.'Port.   p.   429. 

1'^  Rc'Port.  pp.  434-449- 
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and  33  in  which  it  was  over  5  per  cent.  At  the  other  extreme 
there  were  14  CDuntics  in  which  the  sales  were  zero  or  less  than 
1  per  cent.  Moreover,  these  concentrations  tended  to  persist  from 
year  to  year  in  the  same  counties,  though  there  were  exceptions. 
The  variations  among  the  counties  persist  for  the  earlier  years, 
though  the  average  for  the  state  in  these  vears  was  less  than  in 
1927. 

A  similar  concentration  is  apparent  in  Colorado.  Of  the  1928 
taxes,  more  than  30  per  cent  was  advertised  for  sale  in  one  county, 
more  than  20  per  cent  in  4  counties,  and  more  than  10  per  cent  in 
6  counties  of  the  24  reporting.  The  mean  percentage  for  the  state 
was.  as  stated  above,  5.37  per  cent.  The  data  of  delinquency,  by 
counties,  for  Ohio  also  show  wide  variations,  though  the  concen- 
trations are  somewhat  flattened  out  by  the  fact  that  the  data  in- 
clude not  only  the  current,  but  also  the  earlier  years'  delinquencies. 

C.   Distribution  on  Other  Bases 

The  composition  of  all  the  taxes  delinquent  at  any  given  time, 
with  respect  to  the  years  of  the  past  to  which  the  delinquency 
relates,  is  important  because  it  shows  the  extent  of  the  hangover 
of  the  amounts  delinquent.  The  North  Carolina  Tax  Commission 
found  "  that  of  the  $4,433,244  of  uncollected  land-sale  certificates 
held  in  1927  by  the  various  counties,  55.09  per  cent  were  for  the 
first  year  of  delinquency;  15.62  per  cent,  for  1926;  7.52  per  cent. 
for  1925;  4.29  per  cent,  for  1924;  and  the  remainder,  or  17.48  per 
cent,  scattered  over  an  indefinite  number  of  years  backward  from 
1926,  some  of  them  dating  back  as  far  as  1875.  Of  course,  some 
of  these  long-time  delinquencies  are  due  in  part  to  errors  in  the 
assessment,  court  decrees,  and  other  reasons  for  non-payment. 
Naturally  enough,  for  the  state  as  a  whole,  over  50  per  cent  of  the 
uncollected  taxes  related  to  the  first  year  of  delinquency.  Rut  these 
were  several  counties  i;i  which  the  still  delinquent  taxes  for  some 
of  the  earlier  years  exceeded  those  delinquent  for  1927  by  wide 
margins.  There  are  two  obvious  reasons  why  it  is  important  to 
segregate  the  delinquencies  according  to  the  years  to  which  they 
relate.  For  statistical  purposes,  they  should  be  segregated  in  order 
to  obtain  a  true  measure  of  the  delinquency.  And  for  remedial 
purposes  they  should  be  segregated  so  as  to  facilitate  the  applica- 
tion of  proper  remedies  to  the  elimination  of  the  hangover  of  de- 
linquencies from  past  years. 

The  scattered  data  are  defective  in  that  they  do  not  provide  a 
basis  for  segregating  the  delinquencies  according  to  whether  they 
consist  of  the  original  taxes  delinquent,  of  costs  taxed  on  the 
original  amounts,  of  penalties  imposed,  or  of  interest  added.     Also 

11  Report,  p.  451. 
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it  can  often  not  be  seen  whether  they  cover  delinquencies  of  real 
properly,  of  personal  property  only,  or  of  both.  It  would  be  of 
value  to  know  also  whether,  for  example,  the  delinquent  taxes  on 
personal  property  are  largely  caused  by  non-payment  of  taxes  on 
automobiles. 

It  would  probably  also  be  instructive  if  the  delinquencies  were 
segregated  to  show  whether  the  delinquency  was  related  to  the  size 
of  the  tax  claim.  The  North  Carolina  Tax  Commission  made  such 
an  analysis,  showing^-  that  of  the  101,325  items,  31  per  cent  were 
less  than  $10  each,  probably  in  many  cases  including  costs;  and 
that  over  54  per  cent  of  the  items  were  for  amounts  less  than  $20, 
again  probably  often  including  costs.  At  the  other  extreme,  only 
649  items,  or  less  than  .7  per  cent,  were  for  amounts  exceeding 
$500.  It  is  probable  that  the  smaller  items  will  occur  relatively 
more  frequently  as  delinquent  than  do  the  larger  ones,  compared 
with  the  original  tax  levies.  But  no  such  analysis  has  been  made 
fully  anywhere,  to  my  know4edge. 

IV.   Legal  Provision  Relating  to  Collection 

One  needs  but  to  refer  to  the  elaborate  and  varied  legal  pro- 
visions relating  to  the  collection  of  taxes  to  understand  that  the 
payment  of  taxes  is  an  unpleasant  task,  and  that  it  has  been  neces- 
sary to  carry  on  experiments  for  centuries  in  attempting  to  make 
the  collection  effective.  To  my  knowledge,  these  various  provisions 
have  never  been  made  the  object  of  a  formal  study.  It  is  possible 
merely  to  suggest  the  various  major  items  of  interest  in  such  a 
comparative  study.  Doubtless,  the  knowledge  gained  from  such  an 
investigation  would  aid  in  reducing  the  delinquency. 

The  date  on  which  taxes  are  due  varies  from  state  to  state.  The 
date  can  probably  not  be  fully  described  in  a  single  state  by  means 
of  a  simple  sentence.  In  some  states  partial  payments  may  be  made 
without  incurring  penalties.  The  practice  of  sending  or  giving 
notice  of  taxes  due  varies  among  the  states.  In  most  of  the  states 
the  county  treasurer  is  the  collecting  officer;  but  the  sheriff  some- 
times is,  and  he  must  generally  collect  some  of  the  delinquent  taxes. 
Special  collectors  are  often  employed  on  salary  or  on  commission. 
Generally  the  taxpayer  is  required  to  make  the  payment  at  the 
county  treasurer's  office  or  some  subsidiary  office  temporarily  pro- 
vided, but  sometimes  the  treasurer  or  other  collector  must  make  the 
round  or  rounds  to  the  taxpayer  for  collection. 

Every  tax-collection  law  bristles  with  penalties  designed  to  en- 
courage or  compel  prompt  payment.  Pecuniary  penalties  for  de- 
layed payment  are  common ;  forfeiture  of  discounts  for  prompt 
payments  less  common ;  but  nearly  always  there  is  a  high  rate  of 

'^-Report,  pp.  426,  427,  475-478. 
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interest  and  the  taxing  of  costs.  The  forms  of  these  penalties, 
however,  are  so  varied  as  to  require  painstaking  analysis.  There 
are,  in  general,  two  obvious  purposes  to  be  served  by  these  penal- 
ties. One  is  to  reimburse  the  public  treasury  for  costs  and  delayed 
payments  which  may  necessitate  borrowing  in  anticipation  of  taxes. 
In  most  of  the  states  the  interest  rate  is  so  high  that  those  tax- 
payers who  ultimately  pay  their  taxes  in  full  amply  reimburse  the 
public  treasury.  The  other  purpose  is  to  induce  the  taxpayers  to 
pay  promptly.  It  is  apparent  from  the  growing  percentages  of 
delinquency  that  this  second  purpose  is  not  attained  by  means  of  the 
penalties.  Whether  severer  penalties  would  reduce  the  delinquency, 
or  whether  lighter  ones  would  increase  it,  can  only  be  guessed  at. 

In  some  form  or  other  provisions  occur  everywhere  for  the  sale 
of  the  delinquent  property.  Or  is  it  for  the  sale  of  the  delinquent 
taxes?  What  is  it  that  is  acquired  in  the  purchase  of  a  tax  certifi- 
cate ?  Is  it  the  delinquent  property,  or  a  contingent  right  to  apply 
for  a  deed  to  it  at  some  future  date  in-  the  absence  of  redemption, 
or  is  it  merely  a  contingent  claim  for  taxes,  interest,  and  costs,  that 
may  be  satisfied,  in  the  absence  of  redemption,  through  foreclosure 
procedure?  Whatever  the  form  of  the  procedure,  is  it  suitable  for 
the  purpose?  Does  the  tax  lien  cover  particular  items  of  property 
or  all  the  property  of  the  taxpayer? 

There  is  practically  no  eti'ective  cooperation  in  tax  collecting 
among  the  collectors  of  the  various  counties,  and  even  less  among 
those  of  the  different  states.  And  there  are  only  scattered  arrange- 
ments for  the  special  collection  of  taxes  on  property  such  as  rriotor 
vehicles  and  grazing  cattle  that  are  likely  to  get  away  before  the 
taxes  are  due.  In  many  states  the  assessment  procedure  is  such  a 
long  protracted  process  that  it  must  be  like  paying  for  a  dead  horse 
to  pay  on  property  that  was  assessed  or  did  exist  perhaps  twelve  or 
eighteen  months  before.  Even  though  the  owner  has  not  moved 
away,  his  ability  to  pay,  and  surely  his  disposition  to  pay,  may  have 
become  much  worse  during  the  period. 

\'.   Collection  Procedure 

A  comparison  of  the  actual  collection  procedure  with  that  pre- 
scribed by  law  might  reveal  striking  discrepancies,  not  all  of  which 
would  necessarily  be  bad.  But  some  of  the  failures  to  comply  with 
the  law  are  bad.  For  example,  the  county  authorities  often  fail  to 
conduct  sales  of  tax  certificates  though  the  law  clearly  prescribes 
such  sales. 

The  increasing  volume  of  sales  has  provided  an  opportunity  for 
the  development  of  a  specialized  business  of  tax-certificate  financ- 
ing. These  financiers  purchase  such  certificates  as  will  in  all 
probability  be  redeemed,  holding  them  for  the  sake  of  earning  the 
high   rate  of   interest.     By  borrowing   from  banks,   using   already 
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acquired  certificates  as  collaterals,  they  pyramid  their  purchases, 
and  some  of  them  evidently  do  a  thriving  business,  often  operating 
in  several  states.  They  avoid  purchasing  certificates  which  may 
have  to  be  satisfied  by  taking  possession  of  the  delinquent  property. 

The  data  from  the  Colorado  inquiry  referred  to  above  demon- 
strates to  a  degree  how  these  tax-certificate  financiers  operate.  Of 
the  $583,323  of  tax  certificates  offered  in  1929,  $137,800,  or  25.6 
per  cent,  was  taken  by  persons  or  firms  specially  organized  to 
acquire,  handle,  and  hold  such  certificates,  according  to  the  reports 
of  county  treasurers  in  the  twenty-eight  counties  reporting.  The 
sum  of  $114,899,  or  21.3  per  cent,  was  taken  by  miscellaneous  local 
buyers,  the  balance  of  $285,624.  or  53.1  per  cent,  having  proved  un- 
attractive to  any  class  of  buyers,  went  to  the  counties  for  later 
disposal  or  for  indefinite  retention.  It  would  be  very  interesting  to 
know  what  becomes  of  these  increasing  holdings  of  land  forfeited 
to  the  counties  for  taxes.  For  in  many  counties  it  is  plain  that  the 
counties  are  compelled  to  take  possession  of  land  much  faster  than 
they  can  dispose  of  it. 

For  the  purpose  of  showing  the  operations  of  the  tax-certificate 
financiers,  it  is  interesting  to  note  that  in  14  of  the  28  Colorado 
counties  they  took  no  certificates,  and  that  these  counties  were,  with 
one  exception,  the  counties  that  had  the  highest  percentages  of  de- 
linquent taxes  at  both  the  first  and  the  second  stages  of  delinquency, 
and  where  therefore  the  certificates  were  likely  not  to  be  redeemed. 
In  six  of  the  remaining  14  counties  reporting,  they  took  fifty  per 
cent  or  more  of  the  certificates,  and  these  six  counties  were  those 
that  had,  with  minor  exceptions,  the  lowest  percentages  of  delin- 
quency at  both  the  first  and  the  second  stages. 

These  tax-certificate  financiers  are  the  modern  tax  farmers.  To 
them  the  modern  state  delegates  the  farming  of,  not  all  property 
taxes,  but  those  that  can  be  financed  profitably  at  the  cost  of  the 
taxpayers  themselves.  To  them  is  delegated  the  odious  task  of 
advancing  money  to  the  public  treasury  in  exchange  for  claims  for 
reimbursements  from  the  taxpayers  with  interest  at  usurious  rates. 
As  an  example  of  what  these  rates  are,  or  may  be,  we  may  cite 
those  of  Colorado.  From  the  due  date  until  sale,  the  rate  is  10  per 
cent  per  annum.  After  sale  the  rate  is  18  per  cent  on  the  taxes 
delinquent  and  the  costs  of  advertising  for  a  period  of  six  months. 
For  thirty  months  thereafter  the  rate  is  12  per  cent.  From  a  date 
three  years  after  sale,  whether  tax  deed  has  been  taken  or  not, 
during  a  redemption  period  of  five  years,  the  rate  is  8  per  cent. 
It  is  obvious  that  the  lucrative  part  of  the  tax  certificate  business  is 
that  part  which  consists  of  acquiring  and  holding  those  certificates 
that  will  be  taken  up  by  the  owner  within  six  months,  and  surely 
within  three  years.  Hence  the  care  in  selecting  the  suitable  coun- 
ties in  which  to  operate.     Since,  on  these  terms,  over  fifty  per  cent 
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of  the  certificates  cannot  be  sold,   at  least  not  at  the  first  formal 
offering-,  there  is  obviously  something  wrong  with  these  certificates. 

\'[.   Causes  of  Delinquency 

This  observation  brings  us  to  the  most  interesting  inquiry  of  all, 
namely  what  are  the  causes  of  these  obviously  unsatisfactory  con- 
ditions. Why  do  taxes  become  delinquent?  Why  does  the  percent- 
age of  delinquency  increase  so  rapidly,  at  least  within  the  limited 
areas  and  years  to  which  the  available  data  apply?  With  what 
economic  plienomcna  are  the  striking  concentrations  of  delinquency 
associated? 

The  Colorado  county  treasurers  were  asked  for  a  statement  of  the 
causes  of  delinquency.  Obviously,  they  could  not  know  intimately 
what  was  the  cause  in  each  case;  but  their  estimates  throw  some 
light.  Most  of  them  had  evidently  sensed  the  causes  in  their  coun- 
ties. In  answer  to  the  question  of  what  percentage  of  the  delin- 
quency was  due  to  carelessness  on  the  part  of  the  taxpayer.  23 
treasurers  offered  estimates  ranging  from  less  than  10  per  cent  to 
nearly  100  per  cent.  The  fact  that  the  median  percentage  estimated 
was  10  per  cent  shows  that  the  majority  of  the  treasurers  regarded 
carelessness  as  a  minor  but  still  a  real  cause.  That  is  a  factor 
which,  human  nature  being  what  it  is.  we  shall  probably  continue 
to  have  with  us.  The  fact  that  nearly  one-half  of  the  delinquent 
taxes  at  the  first  stage  were  paid  prior  to  sale  would  suggest  that 
carelessness  is  perhaps  more  important  than  the  treasurers  esti- 
mated. 

To  another  question,  as  to  what  percentage  of  delinquency  was 
due  to  inability  to  raise  the  money,  the  treasurers  assigned  much 
greater  importance.  The  median  percentage  estimate  was  75  per 
cent.  The  particular  causes  of  the  inability  to  raise  the  money  may 
be  indicated  by  such  running  comments  as  bad  mining  conditions, 
general  depression,  local  depression,  consecutive  crop  failures  and 
the  like.  Presumably  most  of  the  delinquency  at  the  first  stage 
which  disappeared  before  the  second  stage  was  due  either  to  care- 
lessness or  to  temporary  inability  to  raise  money. 

In  asserting  that  there  was  a  close  relationship  between  business 
conditions  and  tax  delinquency  the  Colorado  county  treasurers  were 
decidedly  right.  Undoubtedly  the  reports  of  the  county  treasurers, 
auditors,  comptrollers,  or  other  fiscal  officers  in  every  state,  where 
such  reports  are  made,  would  show  this  relationship.  For  example, 
the  comptroller  of  the  city  of  Chicago  publishes  the  accumulated 
delinquencies  by  years  since  1901,  the  date  of  the  present  revenue 
act.  In  the  table  following  are  shown,  for  selected  years,  the  total 
taxes  levied,  the  total  delinquency  in  each  year,  and  the  percentages 
which  the  delinquent  were  of  the  total  taxes  in  the  city  of  Chicago. 
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Total  Taxes  Levied,  Taxes  Delinquent,  and  Percentages 

Delinquent  Taxes  were  of  Total  Taxes  Levied    . 

IN  Chicago  for  Selected  Years 

Percentages 
Years  Total  Delinquent         Delinquent 

Taxes  Levied  Taxes  Taxes  were  of 

Total  Taxes 
1901    $  14.245,294  $      372.oc)9  2.8 

1906    17,434,169  250,032  1.4 

1907    22,605,709  506,374  2.4 

1908    22,666,544  458,161  2.2 

1915    37,816,929  1,400,024  3.7 

1916    39,662,464  2,752,549  6.9 

1917    40,923,952  1,387,838  3.4 

1920    64,703,260  2,907,904  4.5 

1921    92,905,279  7,065,861  7.6 

1924 1 12,810,090  6,987,776  6.2 

1925    1 14,094,301  1 1,295,360  9.9 

1926  ...      133,888,791  8,960,020  6.7 

Data  taken  from  1927,  Report  of  the  Comptroller  of  the  city  of  Chicago, 
pp.  205,  207.     The  report  contains  no  explanation  of  the  data. 

In  1901  the  delinquent  taxes  were  2.8  per  cent  of  the  total.  In 
1906  they  represented  only  1.4  per  cent.  But  in  1907,  the  year  of 
the  panic,  the  percentage  rose  to  2.4  per  cent,  and  fell  again  in 
1908  to  2.2  per  cent.  The  variations  in  the  delinquency,  corres- 
ponding to  the  variations  in  business  prosperity,  are  however  more 
conspicuous  in  later  years.  Thus  in  1915  the  percentage  was  ?>.7 
per  cent  and  it  increased  to  6.9  per  cent  in  1916,  but  fell  again  to 
3.4  per  cent  in  1917.  Again  in  1920  the  percentage  was  4.5  per 
cent,  but  in  1921,  the  worst  year  of  the  post-war  depression,  it  rose 
to  9.9  per  cent,  or  practically  doubled.  The  data  are  not  yet  avail- 
able to  show  the  delinquency  for  1930,  but  the  rumored  statements 
are  to  the  effect  that  the  percentage  of  delinquency  will  be  greater 
in  1930  than  ever  before. 

The  data  of  the  table  raise  another  suggestion,  namely  whether 
the  increasing  taxes  do  not  have  something  to  do  with  the  apparent 
increase  in  the  delinquency.  The  Chicago  property  taxes  in  1901 
amounted  to  $14,245,294.  But  a  fairly  regular  increase  took  place 
each  year  until  in  1926  the  amount  was  $133,888,791.  Allowing 
for  the  increase  in  population,  and  for  the  greater  per-capita  wealth, 
it  is  still  true  that  the  property-tax  burden  has  increased  rapidly. 
And  the  fact  that  the  moving  average  of  the  tax  delinquency  per- 
centages was  about  three  times  as  high  in  1926  as  it  was  in  1901 
is  not  unrelated  to  the  increase  in  the  tax  levies  and  in  the  tax 
rates.  One  of  the  by-products  of  an  investigation  of  tax  delin- 
quency might  thus  be  a  reinforcement  of  the  arguments  for  lower 
property  taxes,  either  through  reduced  expenditures  or  through  the 
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use  of  some  additional  bases  lor  a  part  of  the  present  taxes,  such 
as  inconie  or  consumption. 

Let  us  return  to  the  Colorado  inquiry.  To  a  third  specific  ques- 
tion as  to  what  percentage  of  the  delinquency  was  due  to  taxes  so 
high  as  to  consume  all  the  income  from  the  taxed  property,  making 
it  undesirable  to  hold  the  property  subject  to  the  excessive  taxes, 
several  of  the  treasurers  replied  that  it  was  a  negligible  factor, 
evidently  in  part  because  they  did  not  understand  the  implications 
of  the  question.  Some  believed  that  as  much  as  90  per  cent  was  due 
to  this  factor,  and  the  median  percentage  was  16.5  per  cent.  The 
running  comments  explaining  their  statements  were  such  phrases  as 
excessive  special  assessments,  exorbitant  property  taxes  for  local 
school  projects  and  for  improved  highways. 

What  most  of  the  treasurers  meant  was  that  expenditures  for  the 
mentioned  purposes  were  too  high.  But  what  probably  was  wrong 
and  effective  in  causing  delinquency  was  the  grossly  excessive 
assessments  of  many  of  the  delinquent  properties,  in  comparison 
with  the  rest.  In  most  if  not  all  of  the  counties  in  most  if  not  all 
of  the  states  there  are  parcels  of  real  property  whose  productivity 
or  desirability  for  use  has  depreciated.  If  the  assessors  continue  to 
assess  such  properties  on  the  basis  of  past  valuations,  and  such  is 
the  all  too  common  practice,  or  if  they  assess  such  property  without 
considering  the  taxes  as  a  factor  diminishing  the  income,  which  is 
the  basis  for  the  capital  value^  as  they  all  too  frequently  do,  it  is 
clear  that  the  taxes,  even  at  moderate  rates,  on  the  inflated  valua- 
tion may  readily  take  all  or  more  than  the  net  income  before  taxes. 
In  such  cases,  if  there  is  no  hope  of  speedy  relief,  it  is  surely  a  wise 
procedure  to  let  the  property  "  go  for  taxes." 

We  may  go  further  and  say  that  some  parcels  of  land  have  no 
value,  even  when  there  are  no  taxes.  If  such  parcels  are  never- 
theless given  an  assessed  value,  as  is  again  a  common  practice,  it  is 
expedient  not  to  pay  the  taxes  thereon.  The  value  of  such  land, 
subject  to  any  tax,  is  a  negative  quantity,  and  it  is  easy  to  see  why 
l)uyers  of  tax  certificates  refuse  to  operate  in  counties  where  the 
certificates  are  likely  to  represent  real  property  of  this  class.  In 
such  cases  the  tax  has  ceased  being  a  contribution  out  of  the  in- 
come from  property,  made  by  the  owner  toward  meeting  the  costs 
of  government,  and  has  become  a  means  of  extinguishing  private 
titles  to  land.  In  case  of  valueless  land  this  involves  no  great 
hardship  to  the  owner.  The  title  to  such  land  ought  to  revert  to 
the  state  anyhow.  For  though  it  may  be  valueless  to  a  private 
])erson  it  may  have  a  value  to  society  if  the  state  were  properly 
equipped  to  hold  and  u.se  it. 

t  quote  three  short  paragraphs  from  the  1928  Report  of  the  New 
York  Tax  Commission  '■'  because  they  state  some  of  the  implica- 

1''  Page  9. 
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tions  of  the  problem.  The  paragraphs  have  their  setting  in  a  dis- 
cussion of  farm  taxes,  but  they  are  equally  applicable  to  the  mining 
regions  of  Colorado,  to  the  cut-over  lands  of  Minnesota  and  Wis- 
consin, and  perhaps  even  to  certain  kinds  of  urban  lands. 

"  Studies  in  other  states  indicate  clearly  a  tendency  on  the 
part  of  assessors  to  relatively  overvalue  properties  of  small 
value  and  a  tabulation  of  real-estate  sales  presented  in  the  1925 
report  of  the  Tax  Commission  indicates  that  this  is  also  true 
of  NeviT  York.  There  are  several  reasons  for  this,  among 
which  are  a  greater  familiarity  with  small  properties  and  a 
tendency  to  value  all  land  in  a  district  at  a  fiat  value  per  acre. 

"  Finally  there  is  much  land  in  New  York  State  that,  as 
measured  by  its  earning  power,  has  no  value.  Yet  this  land 
is  bought  and  sold  and  is  assessed  for  taxes.  Some  land  is 
assessed  that  cannot  be  sold.  In  either  case  such  taxes  as  are 
paid  must  come  out  of  capital  instead  of  income,  and  in  the 
case  of  land  that  cannot  be  sold  at  any  price,  such  value  as  is 
placed  upon  it  is  obviously  purely  fictitious.  Taxes  on  such 
lands,  of  course,  frequently  become  delinquent. 

"  The  results  of  delinquency  in  the  poorer  agricultural  areas 
may  become  very  serious.  Such  data  as  are  available  indicate 
that  the  problem  of  general  tax  delinquency  that  is  being  faced 
in  several  states  is  not  present  in  New  York.  Delinquency  in 
New  York  results  for  the  most  part  from  the  methods  of  col- 
lection rather  than  from  inability  of  property  owners  to  pay 
taxes.  Yet  delinquency  once  started,  tends  to  be  cumulative. 
If  land  within  a  small  political  area  becomes  delinquent,  a 
greater  portion  of  the  costs  of  government  of  that  area  is 
thrown  upon  the  shoulders  of  the  tax-paying  property  owners. 
If  some  of  these  property  owners  are  near  the  margin  this 
added  burden  may  cause  them  to  give  up  their  farms  and  allow 
their  taxes  to  become  delinquent  also.  Thus  the  rising  costs 
of  government  per  taxpayer  increases  itself.  Some  New  York 
towns  have  already  reached  this  stage,  and  if  the  movement  is 
not  checked  there  is  little  doubt  that  within  a  few  years  these 
towns  will  have  become  completely  decadent,  and  no  taxes  will 
be  paid  on  good  lands  or  bad.  There  will  be  no  governmental 
services,  roads  or  schools  and  the  area  will  be  depopulated." 

There  are.  of  course,  other  causes  of  tax  delinquency.  For  ex- 
ample, property  owners  may  let  their  taxes,  especially  on  personal 
property,  go  unpaid  in  the  hope  of  effecting  a  compromise  with  the 
taxing  authorities.  It  is  reported  that  merchants  have  threatened 
to  leave  a  city  foi  a  competing  city  if  they  were  not  given  conces- 
sions, not  onlv  in  the  assessment  of  their  property  but  also  in 
16 
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compromising  taxes  that  have  been  levied  and  become  delinquent. 
There  is  also  a  good  deal  of  inefficiency  on  the  part  of  the  tax 
collectors.  But  on  that  point  evidence  cannot  be  collected  from  the 
tax  collectors  themselves. 

\'II.     COXCLUSIOX 

It  would  be  improper  and  it  is  impossible  to  state  in  detail  the 
remedies  that  should  be  applied  to  meet  the  evils  of  the  growing 
problem  of  tax  delinquency.  But  some  things  can  be  done  on  the 
basis  of  what  we  know. 

The  most  pressing  need  is  fur  more  information.  Two  ways  to 
get  this  information  suggest  themselves.  First,  some  agency  should 
make  a  comparative  study  of  the  problem  in  all  its  ramifications. 
The  project  is  too  large  for  any  one  person.  With  this  agency  the 
state  tax  commissions  could  profitably  cooperate  by  aiding  in  secur- 
ing the  information  from  their  respective  states. 

Second,  whether  a  coordinating,  comparative  study  is  made  or 
not,  the  collecting  officers  should  be  required  to  report  not  only 
what  was  collected,  but  data  that  would  be  intelligible  to  the  public, 
showing  in  some  detail  the  condition  of  tax  delinquency. 

And  finally,  to  mention  only  one  of  the  things  that  could  be  done, 
greater  etTorts  should  be  made  toward  more  accurate  assessment  of 
marginal  real  property.  For  it  is  apparently  in  that  way  that  a 
great  deal  of  delinquency  can  be  prevented. 

CHA1K^[AX  Holcomb:  Xow.  this  is  a  highly  important  topic; 
not  only  is  it  interesting  to  us  sitting  here,  but  we  ought  to  think 
of  it.  ought  to  study  it,  to  take  pains  to  ponder  on  the  suggestions. 
Now  then,  the  discussion  must  be  necessarily  very  brief  on  these 
two  papers.  While  you  are  thinking  of  any  discussion,  Mr.  Cady 
will  make  an  announcement  or  two  in  regard  to  this  afternoon. 

Theodore  S.  Cauv  (Kansas)  :  Just  a  word.  In  spite  of  the  very 
bad  weather,  we  are  going  to  have  the  golf  games  this  afternoon. 
Busses  will  leave  the  south  entrance  of  the  hotel  promptly  at  one 
o'clock.  If  there  are  more  than  one  bus  will  carry,  another  will  be 
there  in  a  very  few  minutes.  The  drive  over  the  city  will  start  at 
two  o'clock  from  the  same  location — the  south  entrance  of  this  hotel. 
All  of  you  are  very  cordially  invited  to  take  the  drive  over  the 
city  this  afternoon. 

(Adjournment") 


SIXTH  SESSION 
Weuxesday  Evening,  October  22,  1930 

Dinner  Session 
Banquet  at  7 :  00  O'Clock 
Addresses  at  9 :  00  O'Clock 

Chairman  Fairchild:  Just  to  warn  you,  ladies  and  gentlemen, 
in  five  minutes  we  go  on  the  air,  during  which  time  I  suggest  that 
you  arrange  yourselves  comfortably  to  listen  to  the  further  program. 

(Flash  for  microphone) 

Chairman  Fairchilu:  Ladies  and  gentlemen,  we  are  assembled 
tonight  as  delegates  and  guests  of  the  Twenty-third  Annual  Tax 
Conference  in  enjoyment  of  the  kind  hospitality  of  Kansas  City. 
As  master  of  the  evening,  my  duties  are  simple  and  brief,  although 
very  agreeable.  I  have  only  to  present  the  speakers,  who,  during 
the  next  hour,  will  instruct  and  entertain  us. 

It  is  with  regret  that  I  have  to  announce  that  His  Excellency, 
Governor  Caulfield,  has  at  the  last  moment  been  forced  to  send  his 
regrets.  IMy  regret,  however,  is  counteracted  by  the  pleasure  with 
which  I  welcome  the  distinguished  gentleman  who  is  to  take  his 
place.  This  is  the  second  occasion  upon  which  I  have  been  privi- 
leged to  introduce  the  Lieutenant  Governor  of  the  state  at  this  con- 
ference, and  I  know  that  you  will  share  my  pleasure  in  hearing  him 
once  again.  He  has  told  me  that  he  will  speak  to  us  rather  more 
on  matters  of  expenditure  than  taxation.  I  know  that  that  will 
sound  a  note  of  welcome  to  us,  surfeited  with  discussion  of  taxation 
thus  far. 

Ladies  and  gentlemen,  I  present  Lieutenant  Governor  Edward  H. 
Winter  of  Missouri. 

Lieutenant  Governor  Edward  H.  Winter  ( Missouri  j  :  Mr. 
Chairman  and  ladies  and  gentlemen :  I  never  like  to  talk  into  one 
of  these  inanimate  objects  such  as  is  placed  before  me  here;  yet  I 
am  glad  to  come  back  to  you,  though  I  feel  I  have  been  placed  in 
a  very  difficult  position.  I  know  that  an  audience  who  expected  to 
hear  a  governor,  and  particularly  the  Governor  of  the  state  of 
Missouri,  is  seriously  disappointed.  I  cannot  hope  to  take  his  place. 
When  he  wired  me  here  at  vour  first  gathering  on  Mondav  evening 
(243) 
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asking  me  to  come  back  to  you  for  him  this  evening,  I  found  it 
necessary  to  leave  here  and  go  out  into  northern  Missouri  and 
holster  up  the  Hoover  prosperity !  As  a  good  partisan  I  thought  it 
was  my  duty  to  do  that.  I  thought  I  had  done  a  good  job.  I  came 
back  to  Kansas  City  this  evening,  feeling  quite  well  satisfied  with 
several  days  of  work,  and  ran  into  some  disappointment  here.  A 
little  while  ago  I  met  our  very  fine  guest  from  Toronto.  Mr.  White; 
he  tells  me  that  the  Hoover  depression  has  spread  over  into  Canada, 
and  they  have  160,000  people  out  of  employment.  I  think  we 
have  that  many  down  in  Jefferson  ("ity.  so  Toronto  is  in  pretty 
good  shape. 

I  am  glad  to  come  back  and  know  that  my  proposition  to  you  on 
Monday  evening  was  not  necessary.  You  will  recall  that  I  agreed 
to  and  did  leave  some  blank  parols  in  case  any  of  you  got  into 
trouble,  so  that  the  chairman  could  hand  them  out  and  have  you 
properly  taken  care  of.  He  advises  me  that  it  has  not  been  neces- 
sary to  issue  a  single  parol. 

This  evening  I  am  coming  back  to  you  to  bid  you  farewell.  I  am 
mighty  glad  to  have  had  you  as  guests  of  one  of  the  great  common- 
wealths of  the  Union.  V^isiting  with  you  a  little  while  this  evening, 
I  feel  the  difficulty  of  my  position  in  having  to  speak  to  a  group  of 
experts,  yet  I  recall  someone  at  one  time  said  that  an  expert  is  only 
a  most  ordinary  sort  of  a  human  being  a  long  way  from  home; 
so  probably  we  can  have  a  few^  pleasant  moments  together  this 
evening.  On  this  matter  of  an  expert,  I  had  it  brought  home  to  me 
in  a  forceful  way  a  short  time  ago.  Just  before  I  returned  to  the 
home  of  my  boyhood  days.  I  wrote  an  old  friend  that  I  was  coming, 
and  asked  him  to  meet  me  at  the  railroad  station.  When  I  arrived 
there  was  no  one  to  meet  me.  I  saw^  sort  of  an  Amos-and-Andy 
taxicab  driven  by  a  young  boy.  and  I  asked  him  if  he  would  drive 
me  over  to  Father  Winter's  home.  He  said  he  would.  I  climbed 
in  and  asked  him  his  name.  It  was  an  old  familiar  name  in  that 
community.  He  did  not  know  who  I  was.  I  asked  him  if  he  knew 
Father  Winter  over  there.  He  said  he  did.  I  asked  him  if  the 
people  in  the  community  generally  knew  him.  He  said  llicy  did. 
I  asked  him  what  they  thought  of  him.  ""  Well."  he  said.  "■  every- 
body loves  him  around  here,  he  is  a  grand  old  man."  "  Well."  I 
said,  "  he  had  a  son  that  went  away  some  years  ago  to  school,  then 
he  went  into  the  newspaper  business;  do  the  people  around  here 
know  that  young  man  ?"  "  Oh,  yes,"  he  said,  "  they  know  him  all 
right."  I  said,  "He  was  elected  to  some  state  ofiice.  wasn't  he?" 
"  Yes,  he  was  elected  Lieutenant  Governor  of  the  state,"  this  young 
fellow  promptly  volunteered.  I  said  to  the  young  man.  "  Tell  me, 
what  did  the  people  around  here  in  the  home  community  of  this 
young  man  think  about  his  elevation  to  a  state  position?"  He 
looked  out  of  the  corner  of  his  eye  a  little   sheepishly,   and  there 
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came  a  sickly  smile,  and  after  a  moment  or  two  he  volunteered 
something  like  this,  "Well,  they  just  laugh  about  him."  Probably 
after  all  it  is  better  to  get  away  from  those  who  know  you  best, 
and  it  is  possible  that  we  can  make  an  impression  that  we  actually 
know  something,  whether  we  really  know  it  or  not. 

Discussing  briefly  with  you  the  problems  of  taxation  as  we  have 
them  in  our  own  state — and  I  shall  be  obliged  to  confine  myself 
largely  to  the  problems  as  I  know  them,  and  I  must  confine  myself 
to  problems  that  have  been  confronted  by  my  own  state,  not  so  much 
to  the  solution  of  these  problems  or  to  the  technique  or  mechanism 
by  which  they  may  be  solved — I  should  also  like  to  devote  some 
attention  to  the  increasing  cost  of  government  and  the  reasons 
therefor. 

Missouri,  like  all  other  progressive  states,  has  developed  her  re- 
sources and  her  possibilities  for  the  welfare  of  her  own  people. 
For  this  purpose  vast  sums  have  been  spent  for  the  building  of 
roads,  for  the  harnessing  of  her  water  powers,  for  improving  her 
utilities,  for  improved  care  of  her  unfortunate  people  and  her  crimi- 
nal class,  and  for  the  improvement  of  her  education  facilities  and 
opportunities.  This  forward  step  in  the  service  which  government 
has  rendered  has  necessitated  the  collection  of  increased  revenues, 
and  from  this  has  come  the  oft-repeated  charge  that  government  is 
wasteful  and  extravagant. 

With  the  repeatedly  changing  personnel  of  state  governments, 
because  of  our  system  of  government,  there  is  sure  to  be  some 
waste.  The  wonder  is  not  that  there  is  some  waste  but  that  there  is 
not  much  more  than  there  really  is.  Possibly  there  would  be  one 
way  to  overcome  that,  and  as  a  Republican  I  should  say  that  way 
would  be  to  keep  Republicans  in  power  in  Jefferson  City,  so  that 
there  might  be  a  continuity  of  aims  and  purposes. 

Rarely,  my  good  people,  is  there  extravagance.  Generally  gov- 
ernment is  honest.  It  is  efficient  and  it  is  economical ;  and  when 
one  considers  that  every  two  or  four  years  there  is  a  change  of 
executive  and  department  heads,  the  management  of  the  business 
of  the  government  in  comparison  with  the  large  business  of  the 
state  in  its  management  will  be  most  favorable. 

IMy  observation  has  been  that  in  most  departments  of  the  govern- 
ment of  the  state  there  is  an  insistent  desire  and  a  determination  to 
render  a  real  service  at  the  least  possible  cost. 

While  the  cost  of  government  has  increased,  the  demands,  and 
therefore  the  service  which  government  renders,  have  increased 
proportionately.  In  Missouri,  as  in  other  states,  there  has  been  a 
great  expansion  of  public  service  and  most  of  this  has  come  through 
the  insistent  demand  of  the  public.  A  few  examples  will  demon- 
strate this  statement. 

During  the  past  ten  years  ^Missouri  has  lifted  itself  out  of  what 
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was  once  known  as  the  national  mud  hole.  Several  hundred  mil- 
lions of  dollars  have  been  expended  in  the  building  of  one  of  the 
greatest  and  most  serviceable  systems  of  hard-surfaced  roads  to  be 
found  in  any  commonwealth  of  the  Union;  and  I  invite  this  dele- 
gation to  travel  over  our  system  of  wonderful  roads  to  learn  the 
truthfulness  of  this  statement.  This,  of  course,  has  necessitated  the 
collection  of  vast  amounts  of  added  revenue,  but,  costly  as  it  has 
been  and  is,  no  Missouri  citizen  would  want  to  go  back  to  road 
conditions  as  wc  had  them  prior  to  1920.  This  was  a  costly  yet  a 
needed  service  which  had  to  be  rendered  by  government  tipon  the 
demand  of  Missouri  people. 

In  making  our  eleemosynary  and  penal  institutions  adequate  and 
safe  and  modern,  other  vast  sums  had  to  be  spent  and  still  larger 
sums  must  be  spent  in  the  future,  in  order  to  meet  urgent  needs  and 
the  public  demand. 

Our  educational  program  has  lacked  some  because  of  lack  of 
funds,  but  commendable  progress  has  been  made.  At  the  present 
time  there  is  an  insistent  demand  that  all  of  the  children  of  the 
state  be  given  an  equal  chance  at  an  education,  and  there  should  be 
no  cessation  of  effort  until  this  is  accomplished.  It  is  one  of  the 
outstanding  obligations  which  the  present  generation  owes  to  the 
succeeding  one.  No  commonwealth  need  ever  fear  an  educated 
people.  Usually  they  are  safe,  and  sane  and  constructive.  Most  of 
the  problems  of  government  and  most  of  the  costs  of  government  are 
occasioned  by  ignorance.  But,  whatever  the  cost  to  the  state  and  to 
the  public  we  cannot  evade  the  responsibility  of  properly  preparing 
the  succeeding  generation  for  a  helpful  and  constructive  future 
citizenship.  Upon  this  in  a  large  measure  depends  the  perpetuity 
of  the  republican  form  of  government. 

No  citizen  would  want  to  take  a  backward  step  in  the  care  of  the 
inmates  of  our  eleemosynary  and  penal  institutions,  or  in  the  proper 
training  of  our  boys  and  girls.  Thus  Missouri,  like  other  states, 
has  made  rapid  progress  along  most  lines  of  endeavor;  but,  in  at 
least  one  particular,  my  state  has  been  remiss,  and  that  is  the  most 
important  function  of  taxation.  Our  state  has  made  no  advance, 
no  improvement  or  no  constructive  change  in  the  constitution,  for 
the  method  of  raising  revenues  has  been  in  vogue  since  1875 ;  and 
the  constitution  that  was  adopted  in  that  year  left  the  provision  for 
taxation  unchanged,  so  that  we  are  operating  under  laws  adopted 
65  years  ago.  When  one  considers  for  just  a  moment  the  tre- 
mendous advance  society  has  made  during  these  years,  there  is  no 
wonder  that  our  tax  system  is  unjust  and  unfair  and  troublesome. 
In  pioneer  days  the  cost  of  government  was  light,  as  little  was  ex- 
pected from  government.  A  little  service  was  rendered  by  govern- 
ment. Crime  was  neither  complicated  nor  costly.  Modern  highways 
were  not  expected,  and  the  roads  of  those  days  cost  no  more  than 
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a  few  days  of  ineffective  labor  by  the  poll-tax  payers.  Scientific 
health  service  was  neither  required  nor  requested,  as  life  in  those 
days  was  not  congested,  and  therefore  not  so  complicated  as  we 
have  it  today.  Educational  facilities  were  deemed  adequate  if  they 
provided  for  the  youth  of  the  state  an  opportunity  to  learn  to  read 
and  to  write  and  to  figure.  Today  the  education  of  our  youth  is 
tlie  most  costly,  and  yet  the  most  just  of  the  service  which  govern- 
ment renders.  In  the  pioneer  days  general  property  could  easily 
bear  the  cost  of  government,  but  today  with  modern  schools  re- 
quired in  each  community,  with  the  valuable  public  health  services, 
the  tremendously  valuable  service  rendered  by  the  college  of  agri- 
culture to  the  owners  of  depleted  lands,  with  the  ever-increasing 
burdens  of  the  eleemosynary  and  penal  institutions,  with  our  high- 
way program,  and  with  the  ever-growing  need  for  increased  gov- 
ernment service  in  community  and  state  and  nation,  the  necessary 
cost  of  government  has  become  so  great  that  the  plan  of  taxation 
adopted  b}'  my  state  65  years  ago  has  long  since  become  obsolete 
and  inadequate. 

The  change  of  investment  in  property  has  been  so  great  that  it 
has  left  the  lion's  share  of  taxation  on  the  property  owner,  the 
banker  and  the  industrial  operator,  whose  holdings  cannot  escape 
the  eyes  of  the  assessor. 

Records  in  the  office  of  the  state  tax  commission  in  Missouri  show 
that  on  June  1,  1929  the  total  assessed  value  of  all  property,  real 
and  personal,  was  four  and  one-half  billion  dollars.  Of  this  sum 
three  and  one-half  billion  was  given  as  the  value  of  property  while 
all  personal  property,  tangible  and  intangible,  was  assessed  at  only 
six  hundred  and  sixty  millions  of  dollars,  or  one-seventh  of  the 
total  property  valuation  in  this  state.  Yet,  on  that  same  day  records 
in  the  office  of  the  finance  commissioner  show  deposits  in  the  banks 
of  the  state  to  the  value  of  one  and  one-quarter  billion  dollars,  or 
double  the  assessed  valuation  of  the  personal  property  in  this  state. 
This  of  course  does  not  take  into  account  the  hundreds  of  millions 
of  dollars  of  intangible  wealth  in  the  forms  of  stocks,  bonds,  notes, 
and  so  forth,  which  are  not  reflected  in  bank  statements. 

In  its  report  to  the  Governor,  the  state  survey  commission  makes 
the  statement  that  80  per  cent  of  all  wealth  in  the  state  i?  intan- 
gible, and  onh'  20  per  cent  is  tangible  property. 

Doctor  Loeb  who  spoke  to  you  yesterday  holds  that  these  figures 
are  not  correct.  It  is  more  than  likely  that  they  are  not  correct, 
but  it  cannot  be  denied  that  by  far  the  larger  portion  of  the  state's 
wealth  is  intangible,  and  that  only  a  small  portion  of  this  form  of 
wealth  is  represented  on  the  books  of  the  tax  collector. 

If  we  take  the  figures  of  the  survey  commission  as  being  correct, 
and  that  represents  only  20  per  cent  of  the  wealth  of  the  state,  then 
it  would  follow  that  Missouri's  assessed  wealth,  both  tangible  and 
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intangible,  should  be  eighteen  billion  dollars,  but  the  records  of  the 
tax  commission  show  only  one-quarter  of  that  amount.  If  all  of 
the  property,  tangible  and  intangible,  was  properly  listed  on  the  tax 
books  of  the  state,  all  of  the  financial  problems  of  Missouri  would 
be  solved,  and  the  tax  burden  on  any  one  citizen  would  be  extremely 
light,  almost  negligible.  The  solving  of  this  problem  would  solve 
also  most  of  the  other  problems  of  our  state  government.  Certain 
it  is,  my  good  friends,  that  most  of  the  cost  of  government  cannot 
continue  to  be  assessed  against  property,  nor  is  there  any  reason  in 
the  world  why  this  should  be  done.  It  is  not  conducive  to  good 
government.  Every  citizen,  rich  or  poor,  has  a  more  helpful  in- 
terest in  his  government  if  he  contributes  something  toward  making 
that  government  possible,  even  if  the  payment  of  his  annual  tax  bill 
is  a  painful  task. 

Naturally  the  question  arises  as  to  how  the  increasing  cost  of 
government  in  our  modern  and  complicated  society  should  be  met. 

Who  of  our  citizenship  can  best  afford  and  who  are  most  obli- 
gated to  meet  this  cost,  and  what  shall  be  the  method  of  collecting 
the  increased  burden  of  government? 

My  intention  has  been  to  point  out  it:j  present  faults,  and  I  shall 
leave  to  tax  experts  of  my  own  state  and  other  states,  and  those 
as.sembled  here,  the  solution  of  the  questions  I  have  just  placed 
before  you. 

However,  a  few  general  principles  of  the  sort  of  government 
will  be  permissible.  I  believe  all  elements  of  our  economic  and 
social  life  should  fairly  and  equitably  bear  the  cost  of  government. 
Government  is  for  all  the  people  and  all  classes  have  some  obliga- 
tion to  it.  Government  wnll  continue  to  be  great  and  good  and 
helpful  only  as  it  is  supported  by  all  of  the  governed. 

In  a  long  legislative  career  I  have  never  observed  any  element 
of  society  urging  the  general  assembly  of  my  state  to  assess  a  just 
share  of  the  cost  of  government  against  that  element.  Every  class 
of  property  owner  has  attempted  to  protect  its  interest  against  taxa- 
tion and  to  shoulder  that  burden  on  other  property.  Hence  the 
class  of  property  with  the  most  resourceful  and  powerful  organization 
for  legislative  purposes  has  had  its  burden  lightened,  and  thereby 
placed  a  greater  burden  upon  other  property.  With  this  general 
tendency  it  must  become  the  burden  of  taxing  agencies  to  form 
regulations  which  will  place  a  just  and  fair  share  of  taxes  against 
all  property,  all  interests  and  all  people.  The  man  who  can  afford 
to  pay  taxes  and  who  owes  his  government  support,  but  has  dodged 
taxes  entirely,  must  be  placed  back  on  the  tax  roll. 

In  Missouri  the  survey  commission  found  there  are  thousands 
with  large  incomes,  made  possible  in  part  by  the  service  which  gov- 
ernment renders,  who  arc  not  now  paying  taxes.  Their  net  income 
is  larger  many  times  than  that  of  90  i)er  cent  of  the  property  owners. 
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They  receive  the  same  service  from  government  the  property  owner 
receives;  their  children  are  educated,  their  Hves  and  homes  are 
protected,  and  they  are  assured  life  and  liberty.  Is  there  any  reason 
in  the  world  why  the  man  with  the  large  or  comfortable  salary,  and 
no  property,  should  shoulder  the  cost  of  the  benefits  he  receives 
from  government  upon  the  man  who  owns  property,  while  he 
escapes  taxation  entirely?  The  tax-dodgers  as  a  rule  have  no  in- 
vestment in  Missouri  land,  in  business,  in  industries,  or  in  homes. 
They  live  in  rented,  furnished  apartments  and  enjoy  all  of  the 
benefits  of  government  for  which  their  fellowmen  pay.  In  times  of 
war  such  of  our  citizenship  would  be  classed  as  slackers;  in  times 
of  peace  they  are  no  less  slackers. 

I  believe  the  tax  problem  must  be  solved  by  making  every  citizen 
share  fairly  and  equitably  the  cost  of  government,  and  by  making 
all  forms  of  wealth  bear  its  full  share.  In  order  to  accomplish  this 
it  may  become  necessary  to  employ  the  income  tax  more  effectively, 
or  it  may  be  necessary  to  strengthen  the  corporation  franchise  tax 
and  the  inheritance  tax.  Some  states  may  find  it  necessary  to  pro- 
vide a  severance  tax,  and  in  some  states  luxury  and  sales  taxes 
have  proven  successful ;  but  because  a  man  owns  no  property  is  no 
reason  for  him  to  evade  taxation  if  he  has  an  income  that  will 
warrant  taxation.  Neither  he  nor  the  man  who  hides  his  wealth 
in  order  to  avoid  taxation  is  a  commendable  citizen,  and  taxing 
authorities  will  solve  these  problems  if  they  can  place  both  on  the 
tax  book.     How  this  can  be  done  must  be  another  story. 

After  all,  my  good  people,  as  one  of  the  advisers  of  the  common- 
wealth of  Missouri  I  have  always  held  that  taxation  must  be  for  the 
single  purpose  of  upbuilding  the  citizenship  of  that  commonwealth. 

Missouri  has  had  some  progress,  or  has  made  some  progress  in  its 
attempt  to  solve  its  tax  problem.  And,  I  am  sure  that  through  a 
gathering  such  as  this  there  will  come  ideas  that  will  help  our 
commonwealth  and  other  commonwealths.  But,  after  all  of  the  con- 
sideration that  we  have  given  to  this  problem  and  to  the  other 
material  problems  with  which  we  have  to  deal,  I  want  to  leave  this 
final  thought  with  you :  The  biggest  asset  of  my  state,  and  I  am 
sure  of  your  state,  not  the  material  assets  that  you  have,  your  bank 
deposits,  the  stocks  of  goods  on  your  shelves,  stocks  and  bonds,  and 
broad  acres,  and  all  those  things  as  important  as  they  are — I  came 
over  here  this  evening  not  because  of  the  material  wealth  of  my 
state  or  your  state — the  greatest  asset  which  Missouri  has  is  its 
people,  the  finest  people  in  the  world.  I  am  glad  you  came  here  to 
learn  to  know  them.  I  trust  you  have  walked  with  them,  talked 
with  them  and  learned  something  about  the  fine  citizenship  of 
Missouri ;  and  yet  I  want  to  say  to  you  that  we  are  not  making  any 
claim  to  having  a  better  citizenship  than  any  other  state  in  the 
Union ;  and  all  of  the  effort  that  is  being  made  by  this  organization 
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and  by  the  state  taxing  organizations,  for  the  purpose  of  raising 
the  revenues  or  distributing  them  fairly,  should  be  for  the  one  pur- 
pose of  building  a  greater  citizenship  of  the  future. 

Chairman  Fairchild:  Governor  Winter,  in  behalf  of  the  con- 
ference. 1  thank  you.  And  now  again  I  have  the  unhapi)y  duty  of 
announcing  the  absence  of  a  distinguished  guest.  Senator  .-Kllen 
has  also  been  prevented  from  being  with  us,  but  again  I  am  able  to 
rejoice  in  a  substitute  who  comes  in  his  place.  Sometimes  you 
know  the  second-string  players  prove  to  be  just  as  good  as  the 
varsity,  and  I  am  sure  it  will  be  so  in  this  case. 

Most  of  you  have,  I  trust,  been  privileged  to  drive  through  the 
beautiful  country-club  residence  district  of  Kansas  City,  an  experi- 
ence which  must  have  been  an  eye-opener  to  you  all. 

Our  next  speaker  is  associated  with  Mr.  J.  C.  Nichols,  the  genius 
and  magic  worker  of  this  great  development.  He  has  phrased  his 
own  subject  in  these  words :  "  Slow  down  the  band  wagon,  the 
elephants  cannot  keep  up." 

I  take  great  pleasure  in  presenting  ^Nlr.  H.  Merle  Smith. 

H.  ;\Ierle  Smith:  Dr.  Fairchild.  distinguished  guests  and  fellow 
townsmen : 

It  is  a  great  honor  to  sit  at  the  table  with  the  unquestioned  leader 
in  the  academic  field  of  taxation  and  of  public  finance,  your  distin- 
guished president.  Just  beyond  him  sits  Mr.  Graves,  an  honorable 
gentleman,  who  is  one  of  the  tax  commissioners  oi  the  state  of 
New  York.  A  little  further  to  the  left  sits  Clarence  Smith,  who 
ranks  high  in  this  field  of  thought  and  endeavor.  There  also  is  the 
scholar-banker  of  our  city,  Mr.  Thornton  Cooke.  Just  beyond  is 
another  scholar,  a  gentleman  who  happens  to  be  the  head  of  a  great 
public  institution,  in  the  nature  of  a  private  school  for  boys,  Mr. 
Charles  \V.  Bradley.  And,  at  either  side  the  experts,  and  out  here 
(indicating  microphone)  sits  the  public- or  such  of  it  as  happens  to 
be  listening  in. 

May  I  say  to  you,  that  as  a  citizen  of  Kansas  City  I  claim  the 
right  now,  as  this  convention  nears  its  close,  to  express  our  appre- 
ciation of  your  presence  in  our  midst.  We  are  soon  going  to  re- 
ceive the  bluebloods  of  the  animal  kingdom  at  the  American  Royal 
Live  Stock  Show.  It  is  a  greater  pleasure  to  receive  some  fine  and 
cultivated  human  beings.  And,  to  the  extent  that  we  may  learn 
from  you  or  share  with  you  those  impulses,  emotions  that  may  be 
worth  while,  then  I  trust  your  meeting  with  us  shall  have  been  to 
your  satisfaction  as  well  as  ours. 

We  are  just  at  the  close,  Mr.  Toastmastcr,  of  a  very  interesting 
summer.  For  the  children,  the  intrepid  boys  and  girls,  it  gave  us 
tree-sitting.  For  the  unemployed  and  determinedly  idle  men.  it  gave 
us  miniature  golf;  for  the  ladies  it  gave  us  a  lower  hem  line;  and 
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for  the  benefit  of  all  of  us  it  gave  us  the  "  great  sag."  I  heard 
reference  to  Hoover  prosperity  made  at  this  banquet  table  tonight, 
and  I  assume,  therefore,  I  will  not  be  offside,  now  that  we  have 
employed  the  football  figure,  to  make  further  reference  to  it. 

Regardless  of  what  the  remedy  for  present  business  conditions 
may  be,  I  think  the  fact  can  be  pretty  definitely  and  rather  easily 
established  that  the  pessimist  has  the  right  of  way. 

I  find  the  wisecracker  in  our  midst  today,  and  he  expresses  his 
sentiments  in  words  such  as  these.  You  say  to  him,  "  Business  is 
looking  up."  He  says,  "Sure,  it  is  flat  on  its  back  and  peeking  at 
the  stars." 

There  is  another  wisecracker  running  around,  for  example,  who 
unburdens  himself  of  sentiments  like  these.  You  talk  with  him 
about  the  conditions  of  things,  and  he  greets  you  w'ith  such  saluta- 
tions as  this:  "How  is  business,  you  liar?"  As  a  simple  prescrip- 
tion for  the  gentlemen  of  such  persuasion,  may  I  offer  the  following 
from  the  "  Line  o'  Type  "  or  "  Two  columns "  of  the  Chicago 
Tribune : 

Every  one's  scenting  a  panic. 

Every  one's  singing  the  blues, 
Still  whenever  you  go  to  a  picture  show. 

You  stand — till  they're  through  with  the  news. 

The  country  has  gone  to  perdition. 

We'll  have  bread  lines  before  we  have  snow — 
But  try  to  buy  seats  for  the  World  Series  games 

And  see  what  you  get  for  your  '"  dough." 

We're  all  goin'  to  starve— that's  decided. 

A  job  simply  cannot  be  bought, 
But  wdien  Sharkey  fights  Who's  It,  just  try  to  get  in 

And  you'll  see  what  "  hard  times  "  we've  got. 

The  guv-er-ment's  got  to  do  something. 

Or  we'll  fall  in  our  tracks  and  we'll  lay — 
Yet  the  lady,  by  gosh,  who  does  up  our  wash 

Brings  it  back  in  a  nice  new  coupe. 

So  I  think  all  this  talk  of  a  panic. 

Of  the  country  about  to  go  '"  blooey," 
Between  you  and  me,  and  the  old  apple  tree. 

Is  a  lot  of  old-fashioned  "  hoo-ey." 

There  is  another  gentleman  in  our  midst  who  is  the  statistical 
expert.  He  can  prove  to  you  by  anything  from  plain  addition  to 
differential  calculus  that  the  country  has  gone  to  a  very  warm 
climate.     May  I  quote  for  his  benefit  a  statement   from  another 
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distinguished  student  of  public  affairs,  the  Director  of  Public  Rela- 
tions of  the  Ilarrinian  National  Bank  and  Trust  Company  of  the 
city  of  New  York. 

"  With  7  per  cent  of  tlic  world's  population,  the  United  States 
consumes  48  per  cent  of  the  world's  coft'ee,  53  per  cent  of  its 
tin,  56  per  cent  of  its  rubber,  21  per  cent  of  its  sugar,  72  per 
cent  of  its  silk,  36  per  cent  of  its  coal,  42  per  cent  of  its  pig 
iron,  47  per  cent  of  its  copper.  69  per  cent  of  its  crude  petro- 
leum and  over  23,000,000  of  the  30,000.000  running  automobiles. 

'■  It  operates  60  per  cent  of  the  world's  telephone  and  tele- 
graph facilities,  35  per  cent  of  the  world's  railroads,  and  pro- 
duces and  consumes  more  than  35  per  cent  of  the  world's  total 
electric  power. 

"This  nation  embraces  6  per  cent  of  the  world's  area,  but  it 
produces  70  per  cent  of  all  the  oil,  60  per  cent  of  the  wheat  and 
cotton,  50  per  cent  of  copper  and  pig  iron,  and  40  per  cent  of 
the  lead  and  coal  output  of  the  globe.  It  holds  about  one-half 
of  the  world's  monetary  gold  and  two-thirds  of  the  total  bank- 
ing resources  of  the  earth. 

■■  While  its  population  was  increasing  60  per  cent,  its  indus- 
trial production  increased  by  300  per  cent.  The  purchasing 
power  of  the  120,000.000  citizens  is  greater  than  that  of  the 
500,000,000  Europeans  and  is  much  grer.ter  than  that  of  the 
more  than  a  billion  Asiatics. 

"  On  the  other  hand,  we  would  seem,  by  the  pessimistic  senti- 
ment prevailing,  to  have  about  1  per  cent  of  the  courage,  three- 
quarters  of  1  per  cent  of  the  nerve,  one-half  of  1  per  cent  of 
force  and  power,  and  one-quarter  of  1  per  cent  of  backlione  of 
almost  any  one  country.  England,  for  instance,  is  struggling 
along,  carrying  gigantic  debts  and  with  millions  of  unemployed, 
without  a  murmur  of  complaint. 

"  Merely  being  burdened  with  an  incompetent,  incapable 
Senate  gives  us  no  reason  for  lamenting  over  our  condition. 
Should  we  give  as  much  care  in  attending  the  coming  primaries 
and  selecting  proper,  intelligent  representatives  for  Congress 
as  we  do  in  selecting  even  our  golfing  and  fishing  outfits,  that, 
too,  may  be  remedied. 

"  Fundamental  conditions  in  America  are  safe  and  sound." 

There  is  an  English  gentleman  by  the  name  of  Herbert  X.  Casson 
who  came  to  the  United  States  this  summer  and  toured  the  country 
for  about  two  months.  He  returned  home  and  addressed  this  mes- 
sage to  American  business  men  : 

"  You  are  depressed.  You  tliink  you  are  crippled.  You  are 
afraid  of  the  future.     You  are  full  of  fears. 
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"  You  have  half  the  gold  of  the  world  and  half  of  the 
machinery  and  most  of  the  automobiles  and  all  the  skyscrapers. 

"  You  have  the  greatest  home  market  in  the  world  and  the 
largest  corporations  that  the  world  has  ever  seen. 

"  You  are  ruled  more  by  ideas  and  less  by  tradition  than  any 
other  people  in  the  world.  You  have  usually  done  what  you 
thought  you  could  do. 

"  How  can  it  be  possible  that  a  progressive  nation  of  120,- 
000,000  people  can  be  wrecked  by  the  speculations  of  a  little 
handful  of  fools  in  Wall  Street? 

"  The  prices  that  were  forced  too  high  had  to  come  down. 
Today  all  the  prices  are  too  low. 

■'  There  is  now  a  golden  opportunity  for  every  man  who  has 
eyes  to  see  it. 

"  Dollars  are  now  being  sold  for  thirty  cents.  Practically 
every  security  in  the  United  States  is  now  being  sold  at  less 
than  its  value. 

"  The  way  to  create  a  fortune  is  to  buy  from  pessimists. 
Pay  your  money  and  take  the  risk. 

"  Frick  started  his  career  by  buying  coke  ovens  in  the  slump 
of  1873.  Carnegie  made  5300,000,000  by  buying  steel  plants  in 
slumps. 

"  Hundreds  of  fortunes  have  been  made  by  buying  from 
pessimists.    Ye  gods!     What  a  chance  there  is  at  this  moment  I 

"  In  five  years  from  now,  most  American  business  men  will 
belong  to  the  '  I-Wish-I'-Had-Club.' 

"  Then  it  will  be  too  late  to  buy  a  dollar  for  thirty  cents. 
The  opportunity  will  be  gone. 

"  When  a  horse  balks,  the  balk  is  in  his  head  not  in  his  legs. 
He  moves  on  when  he  thinks  he  will. 

'■  And  when  an  .Vmerican  business  man  is  depressed  the 
slump  is  in  his  head.  There  is  nothing  serious  to  prevent  him 
from  making  money  if  he  thinks  he  will. 

"  When  fear  rules  the  will  nothing  can  be  done,  but  when  a 
man  casts  fear  out  of  his  mind  the  world  becomes  his  oyster. 

"  To  lose  a  bit  of  money  is  nothing,  but  to  lose  hope — or  lose 
nerve  and  ambition — that  is  what  makes  men  cripples. 

"  The  silly  depression  has  gone  on  long  enough.  Get  rid  of  it. 
Rise  and  w.m.k." 

Charley  Barr,  of  Holyoke.  Massachusetts,  said: 

"  Leaders  lay  out  their  plans  and  follow  them.  They  are  not 
deflected  by  temporary  events.  Through  boom  and  through 
panic  they  go  on  their  way  of  leading.  Business  men  who  are 
reckless  in  a  boom  and  paralyzed  paupers  in  a  panic  do  not 
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have  the  stuff  or  leadership  in  them  and  shot:'. .  -i. 

They  are  subject  to  hysteria.    It  is  not  boom  >  is 

injuring  business  so  much  as  men's  loss  of  '  -.r-,. 

their  plans,  their  viewpoint.    Without  a  program  or  p. an  they 
are  like  a  chicken  just  after  axe-ation." 

Most  of  the  remedies  that  are  offered  as  cure  for  depressed  kxsi- 
ness  are  a  good  deal  like  that  submitted  by  an  old  country  doctor  to 
a  patient  on  a  farm.  An  old  gentleman  v.as  sick.  His  wife  called 
the  doctor,  in  town,  and  he  came  out  in  his  bugg>-  or  gig,  and  pro- 
ceeded into  the  sick  room.  She  was  verj-  apprehensive  and  said  to 
the  doctor,  '"  Doctor,  we  have  to  do  something  quickly  becaiise  I 
am  afraid  if  you  do  not  Hiram  is  going  to  die."  He  said,  "'I  will 
look  him  over.'"' 

He  did  not  feel  his  pulse,  he  did  not  ask  him  to  stick  otit  his 
tongue,  he  did  not  put  a  thermometer  in  his  mouth  at  all.  but  ju.st 
took  a  look,  and  then  gave  him  a  great  big  white  pill,  and  the  old 
lady  said,  "'  Doctor.  I  guess  you  figured  out  what  v>-as  wro'ng." 
'■  Xo.  I  don't  think  I  did."  "Why.  what  is  the  pill  lorr"  '"That 
pill  will  give  him  the  fits,  and  I  am  hell  on  fits." 

Xot  from  the  position  of  an  expert  but  from  the  viewpoiat  of  a 
reporter,  may  I  propose  to  you  what  I  think  has  been  happening? 

The  economic  strategist  of  the  present  administratioii  is  none 
other  than  Mr.  Julius  Klein,  who  is  now  midway  between  New 
York  and  Paris.  It  happened  that  Z^Ir.  Klein  came  out  in  the 
American  Magazine  with  the  lead  article  in  September  predicting 
business  would  be  out  of  the  woods  in  October  because  the  elections 
were  to  be  held  the  first  Tuesday  after  the  first  Monday  in  Xovem- 
ber.  It  would  be  highly  desirable  from  the  point  of  view  of  the 
reigning  political  part>-  to  have  public  confidence  restored  to  the 
point  where  there  would  be  a  return  of  prosperity-.  For  a  number 
of  months  the  strateg>-  of  the  minority-  party  has  been  directec 
towards  creating  the  impression  that  we  never  can  be  quite  right 
unless  there  is  a  major  political  movement  of  a  changed  character 
in  1932.  The  best  way  to  bring  that  about  is  to  inject  into  the 
constituency  of  the  United  States  Congress  enough  who  are  now  in 
the  minority  to  make  a  sound  obstructive  movement  to  any  so-callexi 
Hoover  program.  Even,-  man  who  expects  to  feed  at  the  political 
pie-counter,  every  man  who  ever  did  or  who  ever  wants  to  become 
a  favorite  son  of  the  dear  people  is  going  around  in  our  midst 
sowing  seeds  of  dissension  and  dissatisfaction.  And.  who  are 
listening  to  him?  Those  who  prefer  to  think  prohibition  was  a  mis- 
take, because  their  own  thirst  has  been  materially  unministered  to. 
Others  who  are  responding  are  the  farmers.  I  have  been  told  that 
for  the  last  three  decades  they  need  to  be  relieved,  but  they  would 
not  recognize  relief  if  they  saw  it.     I  know  because  I  was  a  farmer 
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industrial  country,  the  agrarian  and  agricultural  period  is  over." 
And  what  was  the  result  of  it?  Business  had  a  reversal.  War 
contracts  are  cancelled.  Our  whole  munitions-producing  days  came 
to  a  stop.  The  Wilson  program  was  founded  on  the  making  of 
future  wars  impossible,  which  made  munitions  out  of  the  question. 

Do  you  recall  how  those  favored  with  war  contracts  began  to  cry 
when  those  orders  were  cancelled?  Of  course  you  do.  And  the 
Democratic  administration  very  sensibly  and  very  ordinarily  and 
effectively  adjusted  those  conditions  and  saw  that  very  few  busi- 
nesses that  had  conducted  themselves  properly,  absolutely  did  fail  as 
the  result  of  war  contracts. 

This  thing  happened:  It  was  necessary  to  convert  the  production 
that  we  had  for  those  artificially  stimulated  days  into  the  thing  that 
was  to  follow  afterwards,  in  1919.  and  from  then  on.  And  what 
took  place  ?  Well,  we  of  course  had  certain  big  demands  that  had 
been  stopped.  There  was  a  shortage  of  housing,  which  gave  stimu- 
lation not  merely  to  the  building  of  residences,  commercial  struc- 
tures and  industrial  plants,  but  to  public  works  as  well,  because 
there  had  been  none.  It  was  tremendously  stimulating  to  the  de- 
velopment of  building  materials. 

What  else  took  place?  Wages  had  gone  up  so  much  that  new 
demands  and  desires  could  be  gratified  by  workingmen.  small  busi- 
ness men  and  large  business  men.  And  do  you  recall  that  that  was 
the  time  the  jazz  parties  started?  The  carrying  of  hip  flasks  be- 
came something  in  the  nature  of  a  badge  of  social  acceptability ; 
women  began  to  smoke  in  public;  grandmother  bobbed  her  hair  and 
raised  her  skirts ;  and  the  kids  began  imitating  the  old  folks — and 
then  we  inherited  a  social  problem;  colleges  began  to  build  stadia, 
and  football  became  more  or  less  of  a  semi-professional  pursuit. 

Well,  the  band  wagon  was  speeding  up,  and  as  the  wee  boys  so 
frequently  say,  "And  how!" 

Now,  the  interesting  thing  that  developed,  as  the  historian  fifty 
years  from  now,  I  am  inclined  to  think,  will  write  it,  was  this : 
When  the  change-over  occurred  from  the  munitions-producing  days 
of  the  war  to  the  days  of  production  that  followed  it,  there  arose  a 
very  acute  problem.  What  could  you  make  with  your  enlarged  in- 
dustrial plants?  What  could  you  put  your  employed  personnel  to 
doing  that  the  public  would  need?  Russia  went  out  of  the  world 
markets  because  of  a  collapse  of  her  financial  structure.  Some  of 
the  other  countries  abroad,  that  were  unproductive — and  you  know 
who  they  were  and  what  they  were — exercised  for  the  time  being  a 
demand  upon  our  exports,  and  it  was  not  very  long  until  a  number 
of  sound-thinking  economists  pointed  out  that  we  were  rapidly 
changing  over  from  a  domestic  to  an  export  market,  not  only  in  an 
economic  respect  l>ut  also  in  a  manufacturing  respect;  and  we 
began  to  fight   for  trade  in   .South   America,   along  the  Caribbean; 
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and  we  undertook  to  stimulate  our  sales  across  the  Pacific,  in  Asia; 
and  so  it  went  on. 

Morgan  &  Company  knew  the  answer  and  undertook  to  develop 
markets  to  provide  an  outlet  for  the  sales  of  our  merchandise.  The 
record  shows  it.     It  is  not  a  debatable  question  today. 

In  1923  purchasing  began  to  slow  down  a  little  bit  because  pro- 
duction was  catching  up  with  the  demand ;  and,  Mr.  Toastmaster, 
in  1923  we  invented  and  offered  the  American  public  three  things, 
to  make  possible  the  consumption  of  the  output  of  our  factories 
when  running  at  100  per  cent  speed.  They  were  these:  High- 
pressure  salesmanship,  unlimited  advertising  and  installment  selling. 
And  what  was  the  effect  ?  The  high-pressure  salesman  began  going 
from  door  to  door  when  the  public  did  not  come  into  the  store  to 
shop.  That  was  the  period  in  which  the  Fuller  brush,  the  Hoover 
suction  sweeper,  and  Real  Silk  hosiery  began  to  go  the  limit.  And 
here  in  the  cities  were  gentlemen  who  complained,  and  wanted  to 
pass  a  law  to  keep  them  from  doing  it,  but  you  could  not  do  it  for 
the  reason  that  they  only  showed  the  prospective  customer  a  sample, 
sent  the  order  in  to  the  factory  by  mail,  and  the  article  came  back 
later.  Of  course,  the  salesmen  were  making  social  calls.  The 
l)usiness  men  along  Main  Street  were  sore  about  it  but  could  not 
help  themselves. 

And  another  thing  happened  about  that  time.  It  began  to  be 
apparent  that  the  drive  for  the  elimination  of  needless  sales  costs  in 
distribution  was  to  get  some  serious  attention,  and  the  chain  store 
was  the  result.  We  heard  over  the  radio  as  recently  as  last  fall  the 
vaporings  of  an  isolated  gentleman  in  Louisiana  who  was  under- 
taking to  put  backbone  into  a  defunct  institution  by  making  an 
appeal  to  bigotry  and  prejudice.  Yes,  he  was  going  to  eliminate 
the  chain  store.  Isn't  it  an  economic  fact.  Dr.  Fairchild,  that  if  it 
is  possible  to  give  the  public  merchandise  of  equal  or  better  quality 
at  a  reduced  price  it  is  economically  sound?  If  the  law  of  the  herd 
or  the  survival  of  the  fittest  does  not  make  unprogressive  and  in- 
attentive business  men  revise  their  methods  of  doing  business,  they 
are  going  to  lose  out.  and  they  should. 

I  am  not  making  a  plea  for  the  chance  of  pointing  out  what  you 
probably  have  been  thinking  about  many  a  time,  but  another  thought, 
and  it  is  this,  that  you  cannot  pass  a  law  to  save  a  sinking  ship. 

Well,  the  rest  of  the  picture  is  this:  Beyond  the  question  of  high- 
pressure  selling  came  this  question  of  unlimited  advertising,  to  get 
quick  national  distribution,  with  the  result  that  in  1929,  $100,000,000 
were  wasted  in  profitless  advertising  or  unproductive  advertising, 
and  the  public  paid  the  bill. 

Another  thing  that  was  interesting  is  this  general  question  of  in- 
stallment selling.  I  ought  to  know  the  answer  to  it  because  I  have 
been  duped,  or  I  tricked  mvself,  into  purchasing  things  I  had  no 
17 
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business  purchasing;  but  play  whilt-  you  pay,  as  the  radio  dealers 
say — and  what  is  the  result  ? 

One  of  the  great  costs  of  the  tinanciny  of  motors  and  radio  sets 
on  a  deferred-payment  basis  is  the  high  cost  of  collection.  I  talked 
in  New  York  City,  in  August,  to  a  gentleman  who  said.  "  Smith,  in 
my  opinion,  in  ten  years,  installment  selling  will  be  gone,  with  the 
exception,  possibly,  of  the  homes  in  which  people  live." 

Why  is  that  true?  Because  a  simjjle  thing  has  happened,  and  this 
is  the  thing  and  my  subject. 

How  many  of  you  have  lived  in  country  towns  as  youngsters? 
May  I  see  your  hands?  How  many  of  you  saw  the  parade  when 
Sells-Floto  or  Ringling  Brothers  came  to  town?  Isn't  this  about 
what  happened  ?  The  parade  started  from  the  show  ground  in  that 
blighted  area  off  toward  the  slaughter  house,  where  nothing  ever 
happened  except  bad  odors.  Now,  isn't  it  true  that  the  parade  w-as 
organized  and  was  all  ready  to  start  about  high  noon  —  about  12 
o'clock — and  the  parade  was  all  lined  up,  and  the  different  units 
were  sandwiched  along  the  different  alleys  so  that  when  the  head 
unit  .stepped  off  they  could  fall  in.  all  like  the  joints  of  a  detachable 
snake. 

At  the  head  of  every  parade  I  have  ever  seen,  or  heard  about, 
rode  a  gentleman  on  an  albino  or  pinto  horse ;  he  had  a  cockade  hat, 
a  red,  brocaded  coat,  purple  panties  and  black  shiny  boots,  and  had 
a  trombone  that  w^as  blown  as  he  rode  up  Main  Street.  After  him 
came  the  band  wagon. 

The  parade  route  passed  from  that  blighted  area,  first,  into  a 
nondescript  residential  section,  then  into  a  better  residential  section, 
and  then  came  to  the  Methodist  church,  and  after  it  passed  die 
Methodist  church  it  reached  a  nondescript  commercial  section,  and 
then  it  came  to  a  complete  stop  in  the  center  of  the  principal  busi- 
ness corner.  On  one  corner  was  the  First  National  Bank,  on  an- 
other was  the  harness  shop,  on  another  the  post-office,  and  on  the 
other  the  hardware  store. 

The  parade  was  all  organized  and  ready  to  go,  and  just  about  the 
time  the  head  of  the  parade  reached  the  Methodist  church  some- 
thing happened. 

Now,  you  know  that  the  band  wagon  was  painted  red.  with  yellow 
wheels,  rubber  tires.  You  also  recall,  I  assume,  that  it  was  pulled 
by  six  horses,  hooked  up  into  three  pairs.  Upon  the  driver's  seat, 
which  was  below  the  one  on  which  the  bandsmen  sat,  there  sat  the 
driver.  He  had  a  cockade  hat.  On  the  right  was  the  other  driver 
with  two  pairs  of  lines.  \Mien  the  parade  was  moving  into  the 
main  street  he  cracked  his  whip  and  it  upset  the  lead  team.  Then, 
on  the  back  of  the  band  wagon  sat  the  trombones ;  behind  them  the 
tubas,  and  the  altos,  then  the  cornets,  and  then  the  clarinets  and  the 
piccolos,  and  the  one  fife.    On  the  back  were  the  drums.     After  the 
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whips  were  cracked  the  spirited  horses  began  to  prance,  and  the 
band  began  to  play  until  it  resounded  and  made  the  welkin  ring. 
About  the  time  they  got  up  even  with  the  Methodist  church  a 
gentleman  on  a  plain  bay  horse,  not  uniformed,  came  up  from  the 
rear  and  put  his  hand  up  to  his  mouth  and  said,  on  the  offside, 
"  For  God's  sake,  slow  down  the  band  wagon."     And  why? 

Because  the  man  on  the  bay  horse  for  the  last  five  years  has  been 
Calvin  Coolidge.  Every  go-getting,  high-pressure  business  man 
thought  he  was  suffering  from  varicose  veins  and  dementia  materna 
combined.  But  I  think  that  keen  little  gentleman  from  North- 
ampton has  been  right  long  enough  to  have  gained  approval  where 
he  once  had  opprobrium.  To  some  gentlemen  he  said  he  did  not 
choose  to  run  for  oftice,  and  all  yoii  could  do  for  him  was  not  vote 
for  him. 

The  parade  has  pulled  apart.  What  pulled  it  apart?  In  every 
town  there  are  the  pace-setters.  We  will  say  they  are  Horatio  Jones 
and  his  wife  Henrietta.  Just  a  little  farther  down  the  line  is  an- 
other couple,  Harry  Jones  and  his  wife  Mary.  They  are  imitating 
the  first  couple.  And  just  a  little  bit  farther  down  happen  to  be 
Bill  and  Kate,  and  they  are  imitating  the  Harry  Joneses. 

We  undertook  to  do  what  our  English  cousins  across  the  Atlantic 
call  "'to  ape  our  betters."  And  the  result  of  it  is  this:  We  have 
mistaken  our  desires  for  our  wants,  and  we  have  mistaken  our 
surveys  for  our  needs.  It  is,  I  believe,  sound  economics  to  say  that 
a  man  should  not  buy  anything  he  does  not  need.  If  he  does  not 
want  a  thing  he  needs,  he  ought  to  see  a  salesman,  because  a  sales- 
man is  only  a  man  that  helps  him  want  the  things  he  actually  needs. 
But,  a  high-pressure  salesman  is  a  fellow  who  wants  you  to  buy  a 
better  car  than  you  can  afford.  He  wants  to  belong  to  all  the  clubs 
in  town,  and  play  golf  three  afternoons  a  week  when  he  should  be 
working — and  I  know  plenty  of  them  and  so  do  you. 

The  consuming  public  has  been  over-stimulated  and  over-aroused 
and  bought  things  it  could  not  pay  for.  A  man  is  a  prospect  for 
anything  only  when  he  wants  something  and  can  pay  for  it. 

Now,  the  thing  1  am  getting  to  is  this :  I  have  contributed  in  a 
way,  as  one  representing  a  great  enterprise  in  its  relations  to  the 
public,  to  the  general  breakup  of  the  parade.  Here  is  a  thing  that 
interests  me  particularly.  Business,  they  say,  is  financed  in  the  city 
of  New  York.  That  is  true.  It  is  hamstrung  or  encouraged  by 
legislation  in  Washington.  It  is  operated  in  most  particulars,  with 
the  exception  of  flour,  in  Minneapolis,  and  steel,  in  Pittsburgh,  and 
motors,  in  Detroit,  from  the  city  of  Chicago.  Up  in  Wall  Street 
some  gentlemen  have  been  greatly  disturbed  by  the  wide  distribu- 
tion of  shares  of  certain  businesses,  as  the  original  financial  setup 
was  based  on  producing  power.  The  parade  and  the  speed  with 
which  the  band  wagon  was  moving  stimulated  the  desire  on  the 


260  XAIIoXAL    lAX  ASSOCIATION 

part  of  good,  lioncsi  common  people  to  want  to  get  rich  quickly; 
and  what  did  iWy  do  ?  Well,  they  watered  the  product,  so  they 
say,  and  within  the  last  twelve  months  I  can  recall  having  read  a 
public  statement  by  a  man  who  ought  to  have  known  better,  that 
the  day  had  passed  when  securities  would  be  based  upon  their 
productive  power,  that  the  thing  that  would  determine  their  value 
would  be  what  the  public  wanted  to  pay  for  them. 

Well,  the  unharnessing  occurred  about  a  year  ago  now,  and  with 
it  went  the  hopes  of  everybody  who  expected  to  sit  on  the  band 
wagon,  but  a  lot  of  things  have  happened  in  the  meantime  and  one 
of  them,  I  am  inclined  to  think,  is  a  new  soberness,  a  new  serious- 
ness has  appeared  within  this  period — and  this  is  of  interest  to  you 
because  it  has  already  been  discussed  on  the  convention  floor,  but  it 
has  been  so  impressive  to  me,  for  I  have  known  it  for  a  while,  that 
I  give  it  to  you  again.  In  a  state  not  very  far  distant  is  a  public 
high  school,  built  at  a  cost  of  $60,000;  an  enthusiastic  board  of 
directors,  who  were  on  the  band  wagon  and  did  not  realize  there 
were  elephants  behind,  proposed  to  bring  out  a  bond  issue  for  the 
purpose  of  getting  money  enough  to  build  a  $150,000  addition  to 
the  original  structure.  Well,  the  thing  centered  on  a  contest  over 
the  election  of  a  new  member  of  the  board,  the  treasurer,  a  business 
man,  if  you  please.  He  made  a  good  race.  The  largest  turnout  for 
an  election  in  the  past  had  been  120;  at  this  particular  election, 
the  first  in  that  series,  1200  turned  out.  I  think,  Governor  Winter, 
that  might  indicate  one  way  by  which  you  can  increase  the  interest 
on  the  part  of  the  electorate — tell  the  truth  of  what  is  going  on  in 
language  so  plain  that  anybody  can  understand.  In  other  words,  do 
not  use  expressions  that  confuse  the  popular  thought;  tell  it  in 
language  that  can  be  easily  understood,  the  kind  in  which  I  am 
trying  to  tell  it  to  you.  for  this  story  was  invented  to  answer  the 
question  for  this  friend  of  mine — what  is  the  truth  about  it? 

What  has  happened  in  this  one  instance?  They  all  elected  a 
business  man,  the  treasurer  of  the  school  board.  They  did  make  an 
addition  to  the  building  at  a  cost  of  $3,000.  As  a  matter  of  fact 
they  cut  the  levy  from  72  mills  to  61  mills ;  they  increased  the  pay 
of  every  employee  of  that  board  from  the  janitor  up  to  the  prin- 
cipal, and  they  ended  the  year  with  $6,000  in  the  liank.  Before 
they  had  always  had  a  deficit. 

Out  in  the  country-club  district  of  Kansas  City  lives  a  gentleman 
who  has  five  sons  and  one  daughter.  He  told  me  last  week  that  he 
had  an  income  that  was  one-third  of  what  it  was  in  1924,  and  he 
said,  "  I  have  more  active  cash  in  the  bank  than  I  have  ever  had 
in  my  whole  married  life,  but  I  am  not  letting  go  of  it." 

I  saw  a  statement  from  New  York  the  other  day,  from  a  man 
who  knows  I  suppose,  who  said  the  undistributed  surj^lus  of  the 
great  corporations,  in  other  words   frozen  money,  was  one  of  the 
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things  retarding  tlic  forward  movement  of  business  and  c<mimerce. 
I  do  not  venture  to  say  he  was  right  or  wrong,  but  I  do  know  this, 
the  band  wagon  has  slowed  down,  and  the  elephants  are  catching 
up.  Your  well-conducted  motor  caravans  over  the  states  all  know 
perfectly  well  that  no  parade  moves  any  faster  than  the  slow-going 
element  in  it.  You  realize,  I  am  sure,  that  one  of  the  great  diffi- 
culties with  a  lot  of  us  who  went  into  business  and  professions 
during  these  years  after  the  war,  was  this:  We  thought  it  would 
always  last.  We  did  not  remember  the  bankers'  panic  of  1907  or 
the  upset  of  1873.  No,  we  thought  it  was  all  going  to  be  sweet 
and  lovely;  and  many  an  ambitious  aspirant  for  the  public  service 
has  gone  out  and  told  people  he  would  give  them  things  they  could 
not  possibly  have,  unless  they  bankrupted  themselves  getting  it.  It 
is  significant  that  cities  are  slowing  down  on  the  bond-issue  method 
of  improvement,  in  some  cases,  and  yet  we  know  from  experience 
that  those  cities  that  do  not  give  a  part  of  the  responsibility  for 
their  public  improvement  to  generations  yet  to  come,  never  grow. 
Cities  cannot  be  oh  a  cash  basis  altogether.  Development  seems  to 
be  the  progress  of  American  individuals,  not  the  government  itself, 
but  it  has  to  be  laid  on  a  rather  intelligent  basis,  otherwise  there  is 
not  a  Chinaman's  chance. 

I  seem  to  find  in  this  distinguished  gathering  not  a  desire  to  put 
on  the  brakes  of  the  band  wagon,  but  to  make  it  go  at  a  slower 
rate  of  speed,  that  will  make  it  possible  for  the  great  procession 
that  we  call  Amercia  to  move  on  serenely  but  in  dignity  to  that 
distant  time  when  w^e  shall  have  justified  the  thing  that  inspired  the 
American  founders  to  experiment  in  democracy  itself.  I  have  a 
right  to  expect,  I  think,  as  one  of  the  younger  Americans,  that 
through  this  cloud  of  pessimism  that  has  been  spread  about  there 
will  come  forth  a  better  wisdom.  Those  who  know  better  have 
been  exposed  to  the  truth,  and  yet  blighted  viewpoints  and  per- 
verted angles  of  vision  have  prevented  them  from  seeing  the  patent 
facts. 

I  leave  you  with  regrets.  I  have  exceeded  my  time.  If  any- 
thing I  have  said  has  been  in  bad  taste  and  you  resent  it,  I  trust 
you  will  overlook  it.  They  say  a  gentleman  is  one  who  never 
offends  another  intentionally.  If  I  offended  you,  I  probably  meant 
to  do  it ! 

I  think  we  are  always  going  to  have  real  salesmanship  to  stimu- 
late the  dissemination  of  ideas  and  products,  but  we  will  begin 
telling  the  truth. 

Out  on  the  Pacific  Coast  a  retail  store  this  summer  put  on  what 
it  called  its  White  Elephant  Sale.  This  store  ran  the  following 
copy: 

"  Kid  gloves,  most  of  them  white,  though  it  is  hard  to  tell  as 
they  are  so  soiled — 25  cents  a  pair. 
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Men's  suits,  shop-worn  and  out  of  style;  the  price  will  make 
you  color-blind— $4.00. 

Lisle  hose.  If  they  are  not  sold  they  will  be  sent  to  the 
Orphans'  Home — 15  cents. 

Blouses.  Some  blouses  come  back  in  vogue  but  these  never 
will — 50  cents  each. 

Fur-trimmed  coats.  They  are  three  years  old.  and  they  tell 
their  own  story — $5.00." 

Before  10  o'clock  that  store  sold  not  only  all  its  cheap  and  out- 
of-date  stock  but  $50,000  worth  of  other  merchandise  as  well,  and 
they  had  to  call  out  the  police  reserves;  it  was  so  rare  to  find  an 
advertising  man  telling  the  truth. 

We  probably  will  always  have  installment  selling.  I  said  to  a 
man  whom  I  believe  to  be  a  good  judge,  because  he  has  handled 
$27,000,000  worth  of  installment  accounts  in  about  four  years — 
'■  Lacey,  tell  me,  w^hat  is  it  this  business  of  yours  has  taught  you." 
He  replied,  "  The  most  disastrous  thing  in  the  world  is  to  spend 
money  before  you  get  it."  He  is  the  man  who  said  in  ten  years 
from  now  installment  buying  will  be  gone. 

In  a  few  moments  the  gavel  will  have  fallen  on  this  meeting — 
happy.  I  trust,  for  you,  and  I  assure  you  inspiring  and  stimulating 
for  me. 

Maybe  all  this  is  old  stuff  to  you,  but  at  least  appropriate  to  the 
title  for  those  who  said  you  came  from  the  country  town;  and  I 
think  our  interests  are  mutual.  I  accept  the  idea  that  what  could 
be  true  in  the  Empire  State  is  not  true  in  the  "  Show  Me"  state; 
or  what  is  true  in  either  of  those  would  not  be  true  of  the  great 
old  Keystone  State  from  which  some  of  my  forbears  came.  I  can- 
not see  how  it  is  best  to  have  one  set  of  policies  accepted  in  the 
Pacific  country  and  another  accepted  in  the  Middle  West  and  an- 
other down  in  the  canyons  of  Wall  Street.  This  moment  I  picture 
some  gentlemen  sitting  in  the  canyons  in  that  neighborhood,  with 
baby  tears  on  their  faces,  looking  out  toward  the  Atlantic,  trying 
to  determine  what  is  wTong  west  of  Pittsburgh. 

My  prediction  is  this,  we  are  finally  .going  to  nationalize  our 
ideas,  we  are  going  to  break  down  those  invisible  barriers  of  mis- 
understanding— that  lack  of  acquaintanceshi{).  the  lack  of  relation- 
ship and  fellowship. 

I  thank  you  very  much. 

Chairman-  Faiuchild  :  'i'his  ends  that  part  of  our  program 
which  is  being  broadcast.  Wc  can  now  come  down  somewhat  from 
our  dignity  and  proceed  with  less  formal  matters.  I  seem  fated 
always  to  make  announcements,  and  T  find  I  can  not  even  escape 
tonight. 
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The  local  committee  is  very  anxious  to  learn  how  many  are  in- 
tending to  attend  the  bridge  luncheon  at  the  Kansas  City  Country 
Club  tomorrow  afternoon.  The  busses  leave  this  hotel  at  12  o'clock. 
If  there  is  some  member  of  the  local  committee  who  will  count,  I 
will  ask  all  those  here  who  expect  to  attend  this  function  to  raise 
their  hands. 

I  hold  in  my  hand  a  little  piece  of  pasteboard  which  was  found 
somewhere  in  the  environs,  which  reads  as  follows:  "Back  Bay 
Auto  Park,  St.  James  Avenue,  Berkley  and  Stuart  Street — 
B22103."  Possibly  some  one  is  more  likely  to  ride  home  in  his  car 
if  he  calls  for  this  tag. 

Everybody  here  knows  Mr.  Thornton  Cooke,  and  I  have  no 
necessity  of  introducing  him  to  this  audience.  I  have  only  to  say 
that  he  has  a  pleasant  function  to  perform  now.  With  that  I  will 
turn  the  meeting  over  to  his  tender  mercies.  Mr.  Cooke. 

Thornton  Cooke  :  Mr.  President,  Ladies  and  Gentlemen :  ^ly 
function  is  to  give  out  the  golf  trophies,  and  if  you  will  excuse 
me  just  a  moment  I  will  fetch  them. 

(Distribution  of  golf  trophies  by  yiv.  Thornton  Cooke) 
Chairman  Fairchild:  This  closes  our  evening's  program,  and 
I  wish  you  all  good-night. 

(Adjournment) 
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ROUND  TABLES 

four  group  meetings  conducted  simultaneously 

The  Bank  Tax  Problem 

Henry  F.  Long,  Commissioner  of  Corporations  and  Taxation  of 
Massachusetts,  Group  Leader. 

Chairman  Long:  As  you  may  see  from  tlie  program,  there  are 
several  round-tahle  discussions  now  in  session.  In  laying  this  bank- 
tax  problem  before  the  conference  in  this  way,  it  was  the  thought 
of  the  program  committee  to  have  the  various  phases  of  the  national 
bank-tax  problem  presented  by  those  who  seemed  to  be  most  capal:)le 
of  presenting  that  particular  side  of  it.  Being  from  Massachusett's, 
one  of  the  states  that  has  the  income-tax  method  of  levying  assess- 
ments on  national  banks,  I  will  present  to  you  a  brief  resume  of  the 
situation  in  that  commonwealth.  I  think  I  should  say  at  the  l:)egin- 
ning  that  it  is  hoped  that  very  general  discussion  will  grow  out  of 
these  papers. 

I  come  from  an  income-tax  state,  and  speaking  on  l)ank  taxation 
based  on  income,  I  speak  more  from  the  academic  and  hopeful  i:)oint 
of  view  than  from  the  practical  solution. 

Long  prior  to  the  Richmond  Decision,  Massachusetts  had  availed 
itself  of  the  power  granted  by  Congress  to  tax  the  shares  of  national 
banks.  Under  an  enactment  of  1873  the  tax  was  collected  through 
the  bank  at  the  rate  prevailing  in  the  town  where  the  bank  was 
located,  but  the  proceeds  were  distributed  to  the  towns  where  the 
owners  of  the  shares  dwelt,  tlie  commonwealth  retaining  the  tax 
paid  on  account  of  non-residents.  During  this  period  intangible 
and  tangible  property  alike  were  taxed  at  the  local  rate  under  the 
general  property-tax  law.  After  a  constitutional  amendment  had 
been  adopted  in  1916  an  income  tax  was  substituted  by  Massachu- 
setts for  the  previous  ad  valorem  tax  on  intangibles.  One  national 
bank  thereafter  raised  the  question  of  the  constitutionality  of  the 
tax  on  bank  shares,  on  the  ground  that  under  the  Income  Tax  Act 
of  1916,  other  m'onevod  cajjilal  was  now  taxed  at  a  lower  rate  than 
(264) 
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shares  of  national  banks.  Other  banks  continued  to  pay,  however, 
and  the  situation  did  not  become  critical  until  the  Richmond  De- 
cision. With  that  decision  the  situation  became  acute  and  it  was 
necessary  to  refund  money  to  batiks  and  enact  a  new  law.  In  1923 
the  immediate  exigencies  were  tided  over  by  an  enactment  supported 
rather  by  an  understanding  between  representatives  of  the  banks  on 
the  one  hand  and  the  commonwealth  on  the  other  hand  than  upon 
any  supposition  of  constitutional  validity.  This  temporary  make- 
shift retained  the  tax  upon  shares  but  gave  the  banks  the  option  of 
electing  to  be  taxed  upon  their  net  income  at  a  12^/2%  rate.  Net 
income  as  defined  excluded  interest  from  obligations  of  the  United 
States.  Under  the  provisions  of  this  law  the  annual  revenue  from 
the  national  bank  tax  dropped  from  about  2^  millions  to  consider- 
ably less  than  a  million  dollars. 

As  a  result  of  a  study  of  bank  taxation  by  a  special  commission, 
Massachusetts  totally  abandoned  the  attempt  to  tax  national  banks 
upon  their  shares  and  substituted  a  tax  based  entirely  upon  net  in- 
come and  "  at  the  rate  assessed  upon  other  financial  corporations ; 
provided,  that  such  rate  shall  not  be  higher  than  the  highest  of  the 
rates  assessed  .  .  .  upon  mercantile,  manufacturing  and  business 
corporations  doing  business  in  the  commonwealth."  The  rate  was 
determinable  by  the  commissioner  of  corporations  and  taxation  sub- 
ject to  appeal.  Under  the  first  year  of  operation  of  the  law  (1926), 
the  commissioner  determined  the  rate  to  be  6%.  The  yield  from 
the  national  bank  levy  diminished  still  further  to  only  a  little  over 
half  a  million  dollars.  Moreover  the  special  commission  had  felt 
that  protection  of  trust  companies  organized  under  the  laws  of 
Massachusetts  and  engaged  in  a  competing  business  demanded  that 
they  should  no  longer  be  handicapped  by  a  tax  more  onerous  than 
that  imposed  on  national  banks  and  had  recommended  that  they  be 
included  under  the  provisions  applicable  to  national  banks.  The 
legislature  adopted  this  view  and  consequently  not  only  did  the 
revenue  from  the  tax  on  national  banks  shrink  but  also  that  from 
trust  companies. 

Under  the  business  corporation  excise  law  in  effect  prior  to  the 
1925  enactment,  interest  from  federal  obligations  was  excluded  from 
taxable  net  income.  Unfortunately,  as  matters  developed,  the  legis- 
lature, in  an  effort  to  derive  as  great  revenue  as  possible  under  the 
provisions  of  the  Act  of  Congress  ( U.  S.  R.  S.  5219)  permitting  a 
tax  upon  net  income,  adopted  a  definition  of  net  income  which  in- 
cluded such  interest  both  in  the  case  of  banks  and  in  the  case  of 
business  corporations.  The  result  was  the  now  famous  Macallen 
case  with  which  you  are  all  familiar  and  a  still  further  shrinkage 
in  the  tax  yield  from  national  banks.  This  constitutes  the  last 
chapter  of  real  importance  in  connection  with  the  history  of  the 
Massachusetts  situation,  although  a  recent  reclassification    (1930) 
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of  business  corporations  now  permits  a  slightly  higher  rate  under 
the  National  Bank  Tax  law. 

To  appreciate  the  present  situation  in  Massachusetts,  at  least  some 
understanding  of  the  general  system  of  taxation  in  Massachusetts 
is  essential.  The  so-called  proportional  clause  of  the  state  constitu- 
tion requires  uniformity  of  rate  for  property  taxation.  The  com- 
monwealth derives  its  ta.x  revenue  principally  from  three  major 
sources.  First:  A  property  tax  upon  real  estate  and  tangible  per- 
sonal property  locally  administered  and  at  varying  local  rates  aver- 
aging about  twenty-nine  dollars  per  thousand  and  a  motor  vehicle 
excise.  Second:  A  classified  personal  income  tax  levied  pursuant 
to  the  provisions  of  a  constitutional  amendment.  This  comprises  a 
tax  upon  business  income  at  lyi/f,  a  negligible  tax  upon  annuities, 
a  3%  tax  upon  gains  from  dealings  in  intangibles  and  a  6%  tax 
upon  certain  types  of  interest  and  dividends.  Third :  Franchise  and 
excise  taxes  upon  various  classes  of  corporations  measured  either 
by  income  or  corporate  excess.  The  excise  of  business  corporations 
is  measured  in  part  by  income  and  in  part  by  corporate  excess. 
These  being  supplemented  by  excises  measured  by  the  use  of  gaso- 
line, on  inheritances,  insurance  companies,  savings  banks,  and  sun- 
dry others. 

What  then  are  the  possibilities  for  Massachusetts  under  the  exist- 
ing Act  of  Congress?  If  Massachusetts  attempts  to  lay  a  tax  upon 
the  shares  of  national  banks,  it  is  at  once  confronted  with  the 
necessity  of  keeping  the  rate  as  low  as  that  imposed  upon  other 
moneyed  capital  in  the  hands  of  individual  citizens  coming  into 
competition  with  the  business  of  national  banks.  This  involves  the 
recognition  that  at  least  certain  such  capital  is  now  being  taxed 
under  the  provisions  of  the  income-tax  law.  Either  such  capital 
must  be  segregated  and  taken  from  the  provisions  of  the  income-tax 
law  in  order  to  place  it  upon  a  parity  with  bank  shares  or  else  the 
rate  upon  bank  shares  must  be  so  low  as  not  to  exceed  the  burden 
upon  other  moneyed  capital  as  taxed  under  the  income-tax  law. 
To  proceed  in  the  former  method  involves  all  the  difficulties  and 
perplexities  incident  to  defining  what  "  other  moneyed  capital " 
means.  It  may  also  mean  that  under  the  proportional  clause  of  the 
Massachusetts  constitution  the  rate  imposed  upon  bank  shares  and 
other  moneyed  capital  could  not  be  less  than  that  imposed  upon  other 
property  imder  the  general  property-tax  law.  It  is  extremely  doubt- 
ful if  the  legislature  would  consent  to  the  imposition  of  such  a  rate. 
To  proceed  under  the  method  of  taxing  bank  shares  at  a  rate  not 
in  excess  of  the  burden  imposed  upon  other  moneyed  capital  under 
the  existing  income-tax  law  involves  again  a  difficult  question  of 
determining  what  that  ''  rate  "  is.  It  further  lays  the  law  open  to 
the  contention  that  the  proportional  clause  of  the  state  constitution 
is  violated  on  the  ground  that  the  rate  on  bank  shares  is  less  than 
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that  upon  other  property.  The  excuse  that  this  resuks  from  the 
imposition  of  Hmitations  imposed  by  the  federal  constitution  is 
scarcely  tenable  in  view  of  the  fact  that  Congress  has  now  provided 
other  means  of  taxing  national  banks  which  are  permissible  under 
the  state  constitution  as  well  as  in  conformity  with  congressional 
enactment.  Moreover,  such  a  tax  would  not  be  likely  to  yield  a 
very  substantial  increase  over  present  revenues.  Hence  the  way  to 
salvation  for  Massachusetts  does  not  appear  to  lie  along  the  path 
of  a  tax  on  national  bank  shares. 

Massachusetts  already  includes  dividends  from  national  banks 
located  in  other  states  under  its  income  tax.  To  add  the  dividends 
of  such  banks  located  in  Massachusetts  and  abandon  any  other  form 
of  taxing  national  banks  would  probably  not  yield  even  the  present 
amount  of  revenue. 

For  Massachusetts  to  lay  a  direct  tax  on  the  income  of  national 
banks  and  trust  companies  would  doubtless  require  a  constitutional 
amendment. 

This  brings  us  to  tlie  only  remaining  avenue — a  tax  according  to, 
or  measured  by,  net  income,  and  this  method  is  what  has  in  fact 
been  adopted.  There  are  several  reasons,  however,  why  this  system 
has  not  proven  altogether  satisfactory.  The  tax  yield  is  negligible 
as  compared  to  the  former  tax  yield,  and  even  though  the  tax  pre- 
vious to  the  Richmond  decision  imposed  too  great  a  burden,  it  still 
seems  to  many  that  the  present  tax  is  too  low.  It  further  involves 
the  ascertainment  of  a  rate  each  j-ear.  What  the  rate  imposed  upon 
'■  other  financial  corporations  "  is — indeed  what  constitutes  "  other 
financial  corporations  "  under  the  Massachusetts  system — is  more  or 
less  of  a  moot  question  in  spite  of  such  light  as  has  been  thrown 
upon  it  by  an  opinion  of  the  attorney  general  and  a  decision  of  a 
single  justice  of  the  state  supreme  court.  Moreover,  there  is  the 
further  limitation  of  the  rates  imposed  upon  the  different  classes  of 
mercantile,  manufacturing  or  business  corporations,  whatever  they 
may  be.  To  increase  the  rate  of  such  corporations  in  order  to  in- 
crease the  yield  from  national  banks  is  too  much  like  making  the 
tail  wag  the  dog. 

It  would  seem  then  that  Massachusetts  must  content  itself  with 
the  present  inconsiderable  revenue  from  the  national-bank  tax  or  it 
must  seek  relief  in  congressional  enactment. 

In  considering  the  recent  development  of  congressional  enactment 
with  respect  to  national  bank  taxation,  it  is  interesting  to  go  back 
to  the  situation  at  the  time  of  the  Richmond  decision.  The  intent 
of  Congress  then,  as  interpreted  by  the  courts,  was  directed  solely 
against  injury  to  national  banking  interests  through  discriminatory 
taxation  which  favored  competing  interests.  Comparative  rates 
upon  non-competing  enterprises  were  not  involved.  Years  of  ex- 
perience seemed  to  indicate  that  limitation  based  upon  such  com- 
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parison  was  not  essential  for  the  protection  of  the  national  banks. 
National  banks  seemed  to  prosper  without  it.  The  term  "  rate  "  as 
used  in  Section  5219  U.  S.  R.  S.  was  liberally  construed  by  the 
courts  and  indicated  the  extreme  latitude  which  would  be  allowed 
as  to  methods  of  imposition  under  that  section  prior  to  the  amend- 
ments following  the  Richmond  decision.  It  may  well,  be  questioned 
w^hether  the  banks  have  not  gained  more  by  way  of  strategic  posi- 
tion from  these  amendments  than  have  the  states  whose  agitation 
induced  them.  We  now  have  pretty  well  engrafted  among  the 
limitations,  the  principle  of  comparative  rates  with  no-competing 
business  not  thought  of  prior  to  the  legislation  following  the  Rich- 
mond decision.  The  limitations  appear  to  be  somewhat  complicated 
and  to  some  in  danger  of  becoming  more  so.  Some  say.  should  not 
the  etYort  be  made  toward  simplification  and  a  return  to  the  basic 
principle  which  obtained  in  the  original  congressional  enactment. 
In  those  days  taxation  was  largely  based  upon  property  and  more 
simple  than  today,  but  the  basic  purpose  of  protecting  national 
banking  interests  is  the  same.  Cannot  the  diverse  methods  of 
present-day  taxation  be  recognized  without  dragging  in  a  compara- 
tive test  non-essential  to  the  protection  of  national  banks  as  the 
history  of  national  bank  taxation  has  adequately  demonstrated? 
And  is  it  necessary  for  Congress  to  deal  specifically  with  each 
diverse  method  of  taxation?  While  the  banks  may  have  gained 
strategically  as  a  result  of  amendments  nominally  extended  to  re- 
lieve the  states,  it  seems  that  litigation  and  further  agitation  must 
inevitably  attend  insistence  upon  the  retention  of  that  strategic 
position.  Upon  the  other  hand  the  states  must  recognize  fully  the 
soundness  and  the  justice  which  underlay  the  original  concept  of 
fostering  national  banks  through  federal  protection  against  dis- 
crimination in  favor  of  state  or  other  competing  banks.  Cannot  this 
concept  be  expressed  in  reasonably  certain  and  concise  language? 
There  is  our  struggle  and  to  date  our  success  is  not  marked.  Cer- 
tainly, other  principles  of  far  greater  fundamental  import  have  been 
thus  expressed  both  in  constitutions  and  in  legislation.  Situations 
frequently  arise  which  do  not  lend  themselves  to  explicit  treatment. 
The  attempt  to  give  expression  to  a  basic  principle  in  itself  simple 
as  applied  to  diverse  and  complex  conditions  through  legislative 
enactment  so  specific  as  to  take  care  of  every  possible  contingency 
is  impractical  and  not  infrequently  frustrates  its  own  purpose  by 
adding  complications  wherein  the  simple  basic  principle  is  lost 
sight  of.  Why,  some  say,  cannot  the  states  be  permitted  to  adopt 
those  methods  of  taxation  best  suited  to  their  needs,  incorporating 
therein  such  method  of  bank  taxation  as  seems  meet,  so  long  as  the 
basic  principle  is  not  violated.  The  Fourteenth  Amendment  to  the 
federal  constitution  is  brief  and  yet  probably  no  other  statement  in 
the  world  affords  greater  protection  to  i)ro])erty.      It  may  be  said 
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that  interpretation  of  the  Fourteenth  Amendment  has  heen  attended 
by  litigation  resuhing  in  decisions  voluminous.  But  had  the  attempt 
been  made  to  deal  specifically  with  all  the  cases  that  might  arise 
under  the  principle  involved  in  the  Fourteenth  Amendment,  is  it 
likely  that  the  attendant  litigation  would  have  been  less?  Indeed 
could  the  human  mind  ever  have  compiled  such  a  document?  In 
other  words,  there  are  instances  where  a  situation  is  so  complex 
that  it  is  wiser  to  state  the  basic  principle  in  unmistakable  terms 
than  it  is  to  endeavor  to  compile  a  compendium  of  rules  for  particu- 
lar, diverse  and  constantly  changing  conditions ;  and  it  would  seem 
the  national  bank  situation  presents  a  case  for  the  application  of 
such  treatment. 

The  speakers  who  are  to  follow  me  do  not  represent  the  income- 
tax-paying  states,  and  for  that  reason  I  took  advantage  of  your 
courtesy  by  giving  that  which  I  have  given,  as  the  side  of  an 
income-tax  state.  You  have  the  program  before  you,  but  it  might 
be  well  to  state  that  we  have  undertaken  to  split  up  this  round-table 
discussion  by  having  the  banks  present  their  side  of  the  case  through 
the  very  able  chairman  of  their  taxation  committee ;  and  then  to 
have  one  of  the  states  that  has  not  employed  the  income  tax. 
through  Mr.  Blodgett  of  Connecticut ;  and  then  have  Mr.  Randall  of 
Kansas ;  and,  fourthly.  Air.  Jensen  of  Kansas,  who  will  give  the 
academic  side. 

The  idea  of  this  whole  round  table  is  set  up  to  stimulate  your 
thought  and  interest  and  to  give  you  the  various  aspects  of  the  case. 

We  shall  have  the  very  great  pleasure  and  honor  of  listening 
first  to  Mr.  Thornton  Cooke,  of  Kansas  City,  who  is  chairman  o£ 
the  committee  on  Section  5219  of  the  American  Bankers  Associa- 
tion. He  did  not  know  the  further  honors  that  were  going  to  be 
conferred  upon  him.  Since  this  program  was  prepared  the  Amer- 
ican Bankers  Association  has  had  a  conference  at  its  annual  con- 
vention at  Cleveland,  and  it  has  endorsed,  as  it  might  very  well 
have  done  before,  perhaps,  all  that  Mr.  Cooke  and  his  committee 
have  done,  and  has  reappointed  him  as  the  chairman  of  that  com- 
mittee. So,  Mr.  Cooke  now  is  the  chairman  of  the  special  com- 
mittee on  5219  of  the  American  Bankers  Association.  Of  course, 
many  of  you  have  had  the  pleasure  of  meeting  Mr.  Cooke  since  you 
have  been  here.  Many  of  you  have  seen  him  in  this  tax  contro- 
versy that  we  have  had.  So  I  do  not  need  to  tell  you  about  the 
very  pleasant  and  talented  gentleman  to  whom  you  will  now  have 
the  pleasure  of  listening.  I  have  the  honor,  therefore,  of  present- 
ing to  you  Mr.  Thornton  Cooke  of  Kansas  City. 
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TAXATION— THE  POSITION  OF  THE  BANKS 

THORNTON  COOKE 
Chairman,  Taxation  Committee  of  American  Bankers  Association 
The  bankers  appreciate  the  opportunity  of  explaining  to  this  dis- 
tinguished body  their  view  of  taxation.  Usually — not  always — sin- 
cere, informed  men  can  agree  upon  the  questions  between  them; 
and  I  am  glad  to  tell  you  that  the  bankers  and  the  representatives 
of  the  Association  of  States  on  Bank  Taxation  agreed  in  May  upon 
a  bill.  It  is  now  pending  in  Congress,  H.  R.  12490,  and  in  the 
course  of  my  remarks  I  will  outline  it. 

2^Iay  I  say  first,  however,  that,  contrary  to  what  I  know  some  of 
you  have  supposed,  bankers  do  not  seek  a  privileged  position  respect- 
ing taxation.  There  are  individual  exceptions  to  this  statement  of 
course,  just  as  there  are  in  every  walk  of  life;  but  the  members  of 
the  American  Bankers  Association  know,  and  know  well,  that  the 
problem  of  bank  taxation  will  not  be  settled  apart  from  the  problem 
of  taxation  as  a  whole. 

We  know,  for  instance,  that  the  three,  four  or  five  mill  taxes 
some  of  the  states  impose  upon  intangible  property,  in  order  to  bring 
such  property  upon  the  tax  rolls,  are  not  enough  taxes  for  banks  to 
pay ;  and  the  bill  I  shall  explain  will  permit  the  taxation  of  national 
banks  on  a  parity  with  other  corporations,  notwithstanding  rates  on 
intangibles  are  lower. 

We  know,  also,  that  the  total  amount  of  revenue  to  be  raised  by 
states  and  by  local  taxing  bodies  is  not  coming  down;  it  is  going 
up.  because  of  the  vast  expense  of  pubic  administration  under  the 
conditions  of  modern  life. 

It  is  true  that  in  many  states  it  will  be  possible  to  get  more  for  the 
taxes  we  pay.  This  can  be  accomplished  through  budget  procedure, 
provided  the  budgets  are  constructed  by  the  executive  department 
of  the  state.  Whatever  is  saved  in  budgets,  however,  will  be  ab- 
sorbed in  new,  desirable  expenditures.  Our  tax  committee  long  ago 
found  out  that  the  way  to  study  taxation  was  to  approach  it  from 
the  spending  side,  and  concluded  that  while,  in  many  jurisdictions, 
tax  money  could  be  spent  more  efficiently,  the  aggregate  of  taxes 
could  be  reduced  only  temporarily  if  at  all.  The  tax-raising  ques- 
tion is.  then,  the  question  of  how  to  distribute  the  burden. 

What  part  of  the  financial  burden  of  public  administration  in  the 
states  should  be  laid  upon  the  banks,  and  how  should  it  be  appor- 
tioned among  them?  As  to  national  banks.  Congress  has  limited 
vou  to  some  one  of  four  methods.  In  these  remarks  I  scarcely 
distinguish  between  state  and  national  bank  taxation,  because  the 
latter  will  usually  limit  the  former.  You  may  tax  the  shares,  pro- 
vided you  do  not  tax  them  more  highly  than  you  tax  competing 
moneyed   capital:  you  may  tax  their   income;   you   may  tax   their 
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dividends;  you  may  levy  excises  upon  the  banks  according  to  their 
incomes.  If  you  use  the  income  or  excise  methods  of  bank  taxa- 
tion, it  is  not,  so  far  as  the  federal  statute,  Section  5219,  is  con- 
cerned, necessary  that  you  use  them  for  your  other  corporations. 
It  will  be  sufficient  if  you  so  calculate  that  the  income  or  excise 
taxes  levied  upon  national  banks  do  not  take  a  greater  percentage 
of  their  net  income  than  is  taken  from  your  other  corporations  by 
taxes  in  all  forms — except,  of  course,  real  estate  which  is  separately 
taxed  in  both  cases.  Massachusetts,  as  you  know,  has  for  six  or 
seven  years  maintained  equivalency  of  tax  burden  between  national 
banks  and  other  corporations,  although  the  other  corporations  pay 
taxes  in  several  forms  and  national  banks  pay  only  the  excise.  You 
may  tax  both  the  incomes  of  banks  and  the  dividends  received  by 
their  shareholders,  if  you  do  the  same  as  to  your  other  corporations. 
I  have  formed  many  warm  friendships  with  public  officials  dur- 
ing my  work  on  bank  taxation  the  last  six  years.  They  have  all 
asked  me  early  in  our  acquaintance  why  G^ngress  ever  felt  it  neces- 
sary to  attach  conditions  to  the  permission  it  gave  the  states  to  tax 
national  banks  and  why  it  continues  to  do  so.  Historically,  this  is 
easily  understood.  The  famous  controversy  between  Andrew  Jack- 
son and  the  Bank  of  the  United  States  was  less  than  a  generation 
old  in  1864.  In  many  quarters  there  was  the  same  jealousy  of  the 
financial  power  of  banks,  and  particularly  of  a  national  bank,  or 
national  banks,  as  in  1836.  There  was  danger,  real  danger,  that  if 
permitted  to  tax  national  banks  without  federal  restriction  some  of 
the  states  would  destroy  the  new  system  within  their  boundaries ; 
and  therefore  the  Act  of  1864  contained  substantially  the  same 
moneyed  capital  comparative  that  stands  in  Section  5219  today. 
Other  forms  of  taxation,  which  I  have  just  outlined,  are  now  per- 
mitted in  addition  to  the  share  taxation  originally  provided  for. 
I  shall  show  that  it  is  still  necessary,  in  the  public  interest — for  that 
after  all  is  the  test — for  the  federal  government  to  retain  a  con- 
siderable measure  of  control  over  state  taxation  of  national  banks. 

They  are  still  essential  agencies  of  the  government.  It  is  true 
that  the  nature  of  their  agency  has  changed.  The  national  banking 
system  was  organized  to  provide  a  reliable  currency,  but  the  amount 
it  still  issues  is  relatively  small.  Most  of  our  currency  is  Federal 
Reserve  notes;  and  the  currency  function  is  only  one  of  the  indis- 
pensable means  by  which  the  Federal  Reserve  Banks  facilitate  agri- 
culture, industry  and  commerce. 

How  necessary  is  it  that  national  banks  should  be.  as  they  are, 
compulsory  members  of  the  system?  ^^'ouldn't  they  join  anyway? 
Is  this  governmental  agency  anything  real? 

Let  us  examine  the  membership  of  the  Federal  Reserve  Banks. 
On  January  first  this  year  there  were  8522  member  banks.  Seven 
thousand  four  hundred  and  three  of  these  were  national  banks, 
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liciiii,'.  of  course,  all  the  national  hanks  there  were.  There  were 
only  1.119  state  hank  niemhers.  although  there  are  ahout  17.000 
state  hanks  in  this  country.  Of  the  national  hank  members,  2,050 
had  less  than  $50,000  capital  each ;  hut  only  244  state  hank  members 
were  in  that  class.  The  small  state  banks  won't  join  the  System. 
They  stay  out  because  they  can  make  more  money  outside.  As 
non-members  they  don't  have  to  carry  reserves  on  deposit  in  the 
Federal  Banks  without  interest.  Through  their  correspondents,  who 
are  members  of  the  system,  they  can  get  currency  and  rediscount 
facilities  anyway.  The  small  national  banks  wouldn't  join  either  if 
they  didn't  have  to  do  so.  You  recall  the  controversy  over  the  plan 
of  organization  of  the  system.  There  was  strong  opinion  for  four 
districts  instead  of  twelve,,  on  the  theory  that  the  system  should  be 
one  of  concentrated  power.  There  was  expert  argument  that  the 
system  would  function  better  if  it  had  no  members  outside  our  three 
or  four  largest  cities.  Technically,  perhaps  it  would  have  been  so. 
Economically,  the  system  might  have  been  as  efficient,  although 
most  of  us  don't  think  that.  Practically,  membership  would  have 
been  highly  concentrated,  would  have  consisted  only  of  large  banks, 
if  the  national  banks  had  not  all  been  required  to  go  in.  And, 
whether  or  not  the  Texas  cattleman  and  the  Nebraska  corn-grower 
w-ould  have  been  as  well  served,  they  wouldn't  have  thought  so. 
Certainly,  if  the  small  national  banks  were  not  compulsory  mem- 
bers, the  Federal  Reserve  would  be  a  different  thing  from  what  it  is. 
I  don't  know  what  you  think,  but  I  think  it  is  well  that  membership 
was  made  compulsory,  and  that  because  of  it  the  national  banks  are 
beyond  question  more  useful  governmental  agencies  than  they  ever 
were. 

Whether  we  agree  on  the  jiolicy  or  not,  we  shall  agree  on  the 
fact,  that  so  long  as  there  is  a  national  banking  system  Congress 
will  attach  definite  conditions  to  the  permission  it  gives  the  states 
to  tax  national  banks. 

As  you  know,  other  property  has  usually  been  under-assessed  as 
compared  with  hanks.  I  am  sjieaking  of  states  that  tax  banks  at 
general  property  rates.  ]  hesitate  to  use  the  word  discrimination. 
That  implies  something  consciously  wrongful,  and  I  think  there  has 
seldom  been  that  intent,  even  if  the  use  of  different  standards  of 
as.sessment  for  hanks  and  other  ])roperty  has  been  deliberate. 

It  is  hard  to  avoid  full-value  assessments  of  banks.  The  book 
value  of  their  stocks  is  readily  calculated  from  the  reports  banks 
must  publish  in  the  new'spapers  several  times  a  year.  A  banker  can 
hardly  tell  the  assessor  that  the  value  of  his  bank's  shares  is  any- 
thing less  than  the  figures  given  to  the  public  as  an  inducement  for 
deposits,  and  to  the  Comptroller  of  the  Currency  or  the  State  Bank 
Commissioner  as  evidence  of  the  bank's  condition. 

Often,  indeed,  of  late  vcars,  hanks'  assessments  hove  been  more 
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than  100  per  cent.  There  may  be  paper  in  the  note  case  on  which 
substantial  loss  is  possible.  The  banker  must  either  charge  it  ofif — 
and  so  advertise  in  his  next  public  statement  a  misfortune  which 
may  perhaps  never  happen — or  else  pay  taxes  on  a  book  value  which 
includes  the  questionable  paper.  Of  course  the  banker  ought  to 
make  provision  for  the  loss,  but  many  a  struggling  little  bank  has 
kept  on  paying  taxes,  in  effect,  on  bad  notes  rather  than  show  its 
surplus  diminished  or  wiped  out. 

Conversely,  mercantile  and  business  corporations  are  under- 
assessed. 1  confess  1  don't  see  how  this  can  be  avoided  so  long  as 
the  general  property  tax  is  used.  There  isn't,  anywhere,  any  yard- 
stick available  for  measuring  those  assessments.  Who  knows,  or 
who  can  find  out,  the  actual  value  of  a  merchant's  goods?  Or  a 
manufacturer's  raw  materials?  One  day  I  looked  at  the  merchan- 
dise item  included  in  the  statement  one  of  our  bank's  customers  had 
made  to  us  as  a  basis  of  credit,  then  sent  down  to  the  city  hall  to 
see  how  much  of  it  the  corporation  had  returned  for  taxation.  It 
was  17  per  cent.  Later,  at  a  meeting  of  the  Clearing  House  Asso- 
ciation, I  told  the  incident,  of  course  without  names.  My  colleagues 
were  astonished.  Why,  because  the  percentage  was  so  small  ?  No, 
because  17  per  cent  was,  according  to  their  observation,  so  large. 
I  shall  refer  to  this  impossibility  of  determining  the  basis  of  assess- 
ment of  mercantile,  manufacturing,  and  business  corporations  when 
I  explain  the  provision  for  assuring  parity  of  taxation  w-ith  banks, 
in  the  bill  that  has  been  endorsed  by  the  American  Bankers  Associa- 
tion and  by  the  Association  of  States  on  Bank  Taxation. 

The  suggestion  sometimes  made  that  banks  are  favored  because 
only  their  net  property,  represented  by  their  shares,  is  taxed,  instead 
of  their  gross  property,  has  never  seemed  to  me  to  be  a  contribution 
to  the  discussion.  The  gross  property  of  banks  is  their  loans,  bonds, 
cash,  and  to  tax  these,  say,  two  or  three  per  cent  would,  of  course, 
put  them  out  of  business  at  once.  It  is  hardly  argument,  first  to 
imagine  a  patently  impossible  situation,  and  then  try  to  draw 
parallels  with  it  or  distinctions  from  it.  It  is  a  merely  legistic 
theory,  without  practical  possibility  even  as  an  illustration,  casuistry 
not  worthy  of  any  sincere  student  or  official.  Nor  shall  I  discuss 
the  fact  that  most  states  tax  the  book  value  of  shares  instead  of  the 
market  value.     Any  state  that  wishes  can  change  over. 

Now  for  proof  of  the  under-taxation  of  other  property  as  com- 
pared with  banks.  Addressing  the  Governors'  Conference  last  year. 
Governor  Byrd  of  Virginia  observed  that  "  Real  estate  is  grossly 
under-assessed  in  almost  every  state  of  the  Union."  Professor 
Jensen,  in  an  article  from  which  Governor  Reed  quoted  to  you  at 
the  same  meeting,  admitted  that  ''  the  bankers'  grievance  is  real — 
as  far  as  the  general  property  tax  is  concerned." 

In  the  report  of  the  Kansas  Tax  Code  Commission,  submitted  to 
18 
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Governor  Reed  December  1,  1929,  appears,  witli  other  material  on 
corporation  taxes,  a  table  showing  the  percentage  state  taxes  were 
of  the  income  of  various  classes  of  Kansas  corporations  in  1926. 
The  commission  said:  "It  is  difficult  to  escape  the  acceptance  of 
the  contention  of  the  banks  that  under  the  general  property  tax  on 
their  shares  they  are  over-taxed,  relative  to  the  other  corporations 
for  which  data  are  submitted." 

Public  utilities  and  railroads,  charging  for  their  services  rates 
fixed  by  public  bodies,  and  insurance  companies,  taxed  differently 
from  banks,  do  not  afford  tax  data  comparable  to  those  of  banks. 

It  needs  to  be  emphasized  over  and  over  again  that  there  are  no 
statistics  of  the  value  of  the  property  or  the  shares  of  other  business 
corporations  like  the  published  official  statements  of  the  banks.  But 
you  can  ascertain  their  incomes,  and,  after  all,  aren't  they  the  best 
measure  of  capacity  to  pay? 

Let  me  now  present  a  table  showing  the  percentage  of  1926  net 
profits  taken  by  state  and  local  taxation  throughout  the  United 
States  from  those  corporations,  of  various  classes,  that  reported  net 
taxable  incomes. 

I  have  here  a  similar  table,  which  takes  into  consideration  also, 
as  far  as  possible,  the  state  and  local  taxes  paid  by  corporations 
reporting  no  income  subject  to  federal  tax.  Its  results  are  in  gen- 
eral effect  the  same  as  those  of  the  first  table,  and  the  statistical 
set-up  of  the  first  is  better,  it  seems  to  me,  than  it  was  possible  to 
make  for  the  second.  I  do  not  offer  the  latter,  as  it  would  add 
nothing  to  the  information  to  be  derived  from  the  first. 

What  is  there,  do  you  suppose,  in  the  banking  business,  that  could 
make  it  to  the  public  interest  to  exact  two  and  a  half  or  three  times 
as  much  of  their  earnings  from  banks  as  from  finance  companies; 
or  nearly  twice  as  much  as  from  manufacturers;  or  half  as  much 
again  as  from  trade  corporations?  Obviously,  nothing  at  all.  It 
isn't  justifiable,  and  it  has  wrought  grievous  harm  to  the  public. 

Here  is  your  measure  of  the  burden  of  national  bank  taxation. 
There  is  no  other  comparative  than  profits,  for  no  one  has  ever 
constructed  a  measure  of  the  proportion  of  taxes  to  actual  value  of 
the  property  of  the  rest  of  the  taxpayers.  We  must  compare  tax 
burdens,  or  how  can  we  establish  equality  and  justice?  To  com.pare 
burdens,  we  must  measure  them,  and  this  yardstick  must  be  in  terms 
of  income  because  there  is  no  other  term  in  common. 

The  attitude  of  the  taxing  authorities  has  been  wrong.  They 
have,  in  a  way  that  is  usual  enough,  mistaken  the  nature  of  the 
banking  business.  May  I  use  a  personal  story  to  illustrate  that  mis- 
conception? My  father  was  cashier  of  a  Kansas  bank,  and  my  little 
brother  used  to  go  down  every  day  and  get  a  nickel  from  him. 
I  remember  how  my  mother  took  my  father  to  task.  "  You  ought 
not  to  give  that  boy  money  every  day  of  his  life."  she  said;  "he 
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buys  candy  and  chewing-gum  with  it.  and  they  aren't  good  for 
him."  "  Oh,"  he  answered.  "  tlic  Hiik-  fellow  comes  in  and  sees 
money  piled  all  over  the  counter,  and  if  I  didn't  give  him  a  nickel 
he  would  think  I  was  stingy."  The  attitude  of  many  assessors, 
many  equalization  hoards,  is  just  that,  sincerely  that.  They  see,  by 
the  papers,  statements  of  vast  wealth  in  the  banks,  and  they  believe, 
honestly,  I  think,  that  they  can  dip  deeply  without  hurting  anyone. 
I  used  to  wonder  why  a  secretary  of  state,  in  a  previous  Missouri 
administration,  would  look  me  in  the  eye  and  say  he  didn't  believe 
banks  were  taxed  more  highly  than  real  estate,  when  he  knew  per- 
fectly well  they  were.  And  why  a  state  tax  commission,  when  I 
took  right  out  of  their  own  files  the  percentages  of  taxes  paid  on 
real  estate  to  actual  sale  prices,  would  still  deny  Missouri  banks  the 
equality  required  by  our  Constitution.  It  wasn't  dishonest,  as  they 
saw  it.  It  wasn't  meant  to  be  oppressive ;  it  was  because  they  had 
subconsciously  that  old  image  of  banks  as  reservoirs  of  limitless 
wealth. 

And  because  of  like  happenings  for  a  hundred  years,  another  state 
officer  said  to  the  New  York  State  Bankers  Convention  in  June : 
■'  The  only  measure  which  would  satisfy  all  the  states  would  be  one 
granting  permission  to  tax  national  banking  associations  or  their 
shareholders  on  a  parity  with  state  banking  institutions  or  their 
shareholders,  without  further  limitation.  To  such  a  proposal  you 
object.  Frankness  impels  me  to  say.  when  I  review  the  history  of 
bank  taxation  for  more  than  a  century,  that  I  believe  your  objection 
is  well  founded."  That  was  said  by  ^lark  Graves,  the  distinguished 
tax  commissioner  of  the  state  of  New  York. 

The  public  could  endure  excessive  taxation  of  the  banks  with 
considerable  equanimity  if  only  the  banks  were  hurr.  but  good  and 
ill  are  not  locked  away  from  each  other,  and  no  great  interest  suffers 
injustice  quite  by  itself. 

There  were  5.640  bank  suspensions  in  the  United  States  from 
1921  to  1929.  Inexperience  was  trying  to  meet  the  problems  of 
deflation  without  sufficient  capital,  without  enough  accumulated 
surplus  for  a  buffer;  and  an  uncertain,  but  large  number  of  these 
banks  owed  their  insufficiency  of  capital  and  surplus  to  excessive 
taxation.  With  capital  subjected  to  two  or  three  per  cent  annual 
taxes,  sometimes  more,  there  was  every  incentive  to  hold  the  capital 
down.  After  the  banks  were  established  heavy  taxation  discouraged 
the  accumulation  of  surplus,  because  it  seemed  wise  to  young  bank 
officers  to  pay  out  most  of  their  profits  in  dividends  instead  of 
building  up  surplus  to  be  taxed. 

When  credit  in  1919  and  1920  became  so  strained  that  merchants 
had  to  sell  their  goods  and  farmers  their  grain  and  livestock  at  far 
less  than  cost,  every  bank  had  losses.  It  doesn't  lake  much  of  a 
loss  to  impair  dangerouslv  the  position  of  a  bank  cajntalized  at 
$10,000  or  $25,000,^r  in  the  cities.  $200,000. 
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By  and  by  one  bank,  two  banks,  a  thousand  banks,  were  caught 
with  all  their  capital  and  surplus  gone,  and  had  to  put  signs  on 
their  doors  that  the  banks  were  in  the  hands  of  the  state  banking 
department  or  of  the  comptroller  of  the  currency. 

Of  course  nobody  can  ever  tell  how  many  of  these  5,640  failures 
would  have  been  avoided  if  bank  shares  had  been  taxed  on  some 
other  plan.  The  states  had  by  taxation  penalized  bankers  for  pro- 
viding adequate  capital,  and  again  for  accumulating  surplus.  Prac- 
tical bankers  are  convinced  that  the  system  of  taxing  banks  on 
capital  and  surplus  at  full  book  value  and  general  property  rate  has 
been  a  contributing  cause,  and  sometimes  the  chief  cause,  of  many 
of  these  failures. 

I  will  give  you  official  confirmation  of  the  fact  that  this  kind  of 
taxation  of  bank  shares  curtails  bank  capital  and  surplus.  Appear- 
ing before  a  committee  of  the  Wisconsin  legislature  in  1927,  Bank 
Commissioner  Schwenker  of  that  state  said:  "There  are  some  banks 
[in  Wisconsin]  .  .  .  who  ought  to  increase  their  capital  stock  for 
the  benefit  of  the  depositors,  .  .  .  and  the  moment  they  raise  the 
capital  stock  of  that  bank  .  .  .  their  taxes  may  be  doubled.  In 
other  words,  in  order  to  make  their  depositors  more  safe  they  prac- 
tically have  to  give  their  profits  up  entirely."  Air.  A.  A.  Schram, 
superintendent  of  banks  in  the  state  of  Oregon,  informed  me  in 
May  of  this  year  that  the  ad  valorem  tax  on  banks,  until  recently 
effective  in  Oregon,  had  been  detrimental  to  the  capital  and  surplus 
of  the  banks  and  had  lessened  the  protection  of  the  depositing 
public.  Banks  were  actually  penalized,  he  said,  if  their  capital 
structure  was  increased  and  their  surplus  built  up.  A  proposed 
legislative  measure  making  .surplus  increases  mandatory  was  killed 
in  committee,  while  the  old  law  was  in  force,  because  of  the  ad 
valorem  tax  penalty  on  bank  surplus.  A  similar  bill  passed  by 
the  Michigan  legislature  about  two  years  ago  was  vetoed  by  the 
Governor  because  of  the  disastrous  increase  it  would  make  in  the 
ad  valorem  taxes  of  the  banks.  And  even  in  Minnesota,  the  Bank 
Commissioner,  Mr.  A.  J.  Veigel,  recommended  to  Governor  Chris- 
tianson  that  bank  taxes  be  related  to  their  income. 

From  a  mass  of  like  testimony  I  have  on  file  from  active  bankers, 
I  have  selected  two  specimens.  Edward  Elliott,  vice-president  of 
the  Security  Trust  and  Savings  Bank  of  Los  Angeles,  second  in  size 
only  to  the  Bank  of  Italy,  speaking  recently  at  a  conference  of 
bankers  on  the  tax  question,  and  referring  to  the  old  ad  valorem  tax 
law  of  California,  said: 

"  We  then  had  a  capital  and  surplus  that  was  in  excess  of  all 
legal  requirements.  Our  deposits  were  around  25  times  our 
capital.  And  we  thought  that  perhaps  we  should  increase  our 
capital,  and  for  a  period  of  two  or  three  years  at  intervals  .we 
would  take  up  the  discussion  of  the  increase  of  our  capital  in 
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the  officers'  meetings.  Every  one  of  these  meetings  ended  with 
the  conclusion,  '  No,  let's  let  this  rest  awhile  because  it  will 
cost  us  to  begin  with  $14,500  for  every  $1,000,000  of  capital 
tliat  we  add  to  our  capital  structure.'  " 

-My  last  witness  on  this  point  is  a  man  many  of  yuu  know, 
banker  and  publicist  both,  ex-Governor  Taulen  of  Kansas.  His 
testimony  is  all  the  more  convincing  because  he  favors  an  amend- 
ment of  Section  5219.  lie  knows  the  effect  on  bank  capital  of  ad 
ivlorcDi  taxation  at  general  i)roperty-tax  rates  and  full  book-value 
assessments.    Governor  Paulen  said  at  the  same  conference: 

"  There  isn't  any  question,  Mr.  Chairman,  but  that  excessive 
taxation  on  banks  has  held  down  the  capitalization  and  the 
surplus  of  banks  in  my  state  and  has  caused  more  banks  to  fail, 
in  my  opinion,  than  any  other  one  thing  that  has  happened  in 
Kansas.  We  have  had  very  few  failures  from  the  inside,  and 
the  average  bank  in  my  state  loans  conservatively.  Frozen 
assets  very  seldom  will  cause  a  bank  to  fail  in  Kansas.  While 
we  are  tied  up  occasionally  with  the  farm  crops,  usually  the 
next  crop  more  than  makes  up  for  the  failure  of  the  year  be- 
fore. [Failures  occurred]  because  of  the  fact  that  taxes  are 
so  high  that  the  bank  feels  like  paying  out  what  little  money  it 
makes  to  its  stockholders  rather  than  increase  its  capital  and 
surplus." 

Nobody  can  ever  know  how  many  banks  that  closed  would  have 
got  through  the  depression  if  they  had  gone  into  that  period  with 
the  additional  capital  and  surplus  that  most  of  them  would  have 
provided  in  the  good  years  but  for  the  tax  penalty  they  would  have 
had  to  pay.  Certainly  such  declines  of  commodity  prices  as  we  saw- 
after  1920  would  have  caused  many  failures.  But  the  banks  would 
have  had  better  buffers,  and  much,  very  much,  of  the  misery,  the 
broken  lives  and  the  wreck  of  happiness  that  followed  the  thousands 
and  thousands  of  bank  failures  would  have  been  spared  our  genera- 
tion. For  your  own  sakes,  in  the  interest  of  the  public  that  needs 
sound,  well-buttressed  banks,  you  must  see  that  the  old  way  has 
long  involved  too  great  a  percentage  of  weak  and  failing  banks. 

Bankers  are  notoriously  slow  to  resort  to  litigation,  but  in  the 
last  few  years  they  have  in  some  states  sought  and  found  relief 
from  tax  conditions  that  had  become  disastrous  to  banks  and  public 
alike.  They  availed  themselves  of  the  protection  of  a  section,  now 
famous,  No.  5219  of  the  Revised  Statutes  of  the  United  States. 
If  some  of  them,  after  years  of  arbitrary  over-assessment,  have 
taken  the  opportunity  for  a  tax  holiday,  one  can  understand,  whether 
one  approves  or  not.  their  feeling  of  justification. 

It  is  not  an  objection  to  Section  5219  that  in  practice  it  often 
protects  national  and  state  banks  both.     One  occasior.ally  hears  the 
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proposal,  now,  so  to  amend  that  section  as  to  permit  the  states  to 
tax  national  banks  in  any  forms  and  to  any  extent  they  please, 
subject  only  to  the  limitations  of  the  Fourteenth  Amendment.  This 
is  advanced  as  a  measure  of  simplification. 

The  form  is  simple,  but  the  problem  is  not;  and  therefore  the 
measure  does  not  fit.  We  can  tell  right  now  how  it  would  work. 
Usually  a  proposal  thought  of  as  new  will  be  found  to  have  been 
tried  before,  and  so  it  is  with  this  one.  The  supposed  limitation  it 
would  put  upon  state  taxation  of  national  banks  is,  and  always  has 
been,  in  the  constitutions  or  laws  of  the  majority  of  the  states.  I 
mean  their  "  uniformity  clauses."  It  is  precisely  in  those  states  that 
the  distorted  assessments  and  discriminatory  levies  have  been  suf- 
fered, with  such  ghastly  results  to  the  banks  and  the  people  the  banks 
were  organized  to  serve.  Laws  were  perfectly  correct,  but  we  have 
seen  what  administration  did.  How  in  the  world  the  bankers  of 
any  state  could  have  broken  through  to  relief  if  there  had  been  in 
the  national  bank  act  no  designation  of  what  should  constitute  un- 
lawful discrimination,  I  don't  know.  Require  equality  of  bank 
shares  and  other  moneyed  capital,  in  taxation,  and  we  can  make  our 
proof  if  there  is  inequality.  We  can  make  proof  if  there  is  dis- 
crimination in  levying  income  taxes.  But  if  it  became  lawful  to 
tax  bonds  and  notes  at  lower  rates  than  were  imposed  upon  bank 
capital,  without  providing  some  definite,  practical  test  of  equality 
with  other  business  concerns  of  a  general  character,  concerns  that 
have  gone  into  business  like  ours  that  the  owners  might  make  a  liv- 
ing; well,  then  you  would  see  that  the  taxing  authorities,  with  their 
conception  of  banks  as  simple  reservoirs  of  wealth,  would  definitely 
impair  our  banking  system.  If  it  be  said  that  banks  should  be  will- 
ing to  take  their  chances  in  taxation  with  other  corporations,  I  draw 
your  attention  to  the  fact  that  I  have  proved  that,  without  definite 
safeguards,  banks  have  no  chance.  The  nature  of  the  business,  the 
constant  reports,  the  easy  measurement  of  what  is  already  expressed 
in  terms  of  money,  the  honestly  mistaken  attitude  of  the  authorities 
and  the  impossibility  of  assessing  other  property  on  the  same  cash 
basis — think  of  these  considerations,  and  say  again  that  the  bankers 
should  "  take  their  chance." 

I  should  like  to  suggest  forms  of  taxation  that  would  not  dis- 
courage the  provision  of  adequate  bank  capital  and  the  accumula- 
tion of  proper  surplus,  but  time  fails.  Such  forms  are  permitted  by 
Section  5219  as  it  stands,  and  are  encouraged  in  the  amendment  to 
it  agreed  upon  last  May  by  representatives  of  the  Association  of 
States  on  Bank  Taxation  and  the  American  Bankers  Association. 
The  latter  association,  by  action  of  its  general  convention,  endorsed 
the  bill  last  month.  Many  a  banker  and  doubtless  many  a  tax 
official  feels  that  he  could  write  a  better  bill;  but  in  this  republic 
we  have  all  observed  that  progress  is  achieved  step  by  step,  through 
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compromise.  That  is  why  Mr.  Blodgett,  who  speaks  this  morning, 
said,  during  the  hearing  at  Washington  upon  the  agreed  Goodwin 
Bill,  now  bearing  numl)er  12490:  "Lest  there  be  doubt  as  to 
whether  I  favor  this  bill  or  oppose  it,  I  wish  to  say  for  the  record 
that  I  prefer  this  bill  to  the  present  law.  .  .  .  This  bill,  offered  by 
Mr.  Sullivan.  1  favor  on  the  ground  that  it  appears  to  offer  two 
more  alternatives  not  in  the  present  law  by  which  states  can  get 
some  money  from  national  banks  by  taxation  rather  than  by  national 
bank  contributions." 

I  agree  with  Mr.  Blodgett  that  the  ImI!  will  do  those  things.  It 
will  operate  to  the  satisfaction  of  the  states  and  the  bankers  both, 
although  it  is  probably  not  what  either  would  have  written  without 
urge  from  the  other.  It  is  a  long  bill,  and  at  first  sight  it  looks 
complicated,  but  it  is  not  complicated.  The  best  way  to  study  it  is 
to  read  first  those  paragraphs  and  sub-paragraphs  that  affect  your 
own  respective  states.  If  you  are  working  under  the  uniform  ad- 
valorem  property  tax,  you  needn't  read  the  bill  at  all.  There  is  not 
a  word  in  it  that  changes  your  situation.  If  you  are  using,  or  wish 
to  use,  low  rates  on  intangibles,  read  the  second  proviso  of  sub- 
paragra])h  1  b,  and  all  of  paragraphs  four  and  five.  You  will  ob- 
serve that  when  the  bill  is  enacted  you  may  disregard  the  old 
requirement  that  you  limit  the  taxation  of  national  bank  shares  to 
the  taxation  you  impose  upon  competing  moneyed  capital,  if  you 
look  out  for  two  things:  First,  (if  you  wish  to  drop  the  old  moneyed 
capital  comparative)  you  must  see  to  it  that  the  taxes  you  impose 
upon  banks  and  their  chief  competitors  are  equal  and  parallel,  that 
is,  that  taxes  are  levied  at  the  same  rate  upon  the  shares  of  banks, 
the  shares  of  other  financial  corporations,  and  upon  the  net  assets 
of  individuals,  partnerships  and  associations  employed  in  the  bank- 
ing, loan  or  investment  business.  No  question  of  fairness  comes  up 
here ;  the  principle  is  right.  The  other  condition  is  that  your  taxes 
on  national  bank  shares  and  on  bank  real  estate  shall  absorb, 
together,  no  greater  percentage  of  the  income  of  the  banks,  as  a 
class,  than  your  taxes  in  all  forms  absorb  from  the  incomes  of 
mercantile,  manufacturing  and  business  corporations,  as  a  class. 

Section  four  provides  how  the  relative  burden  of  the  income  of 
national  banks  and  of  other  corporations  shall  be  calculated.  In 
general,  the  plan  so  long  in  easy,  successful,  simple  operation  in 
Massachusetts,  to  which  I  referred  earlier  this  morning,  is  followctl. 
Section  five  contains  definitions. 

If  you  are  using,  or  wish  to  use.  the  income  tax,  you  needn't  read 
the  bill,  either.  The  system  is  not  to  be  changed  by  it.  If  you 
have  been  levying  an  excise  measured  by  all  net  income,  including 
income  from  tax-exempt  securities,  read  sub-paragraph  1  c.  It  pro- 
vides that  you  can  levy  a  .specific  tax  on  national  bank  shares,  based 
n])on  the  amount  of  dividends  ])ai(l  during  the  preceding  year,  plus 
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the  increase  in  surplus  and  undivided  profits,  except  of  course  any 
increase  paid  in  by  the  shareholders.  That,  of  course,  is  arithmeti- 
cally equivalent  to  a  tax  on  all  income,  from  every  source,  and  it 
will  probably  stand  up,  even  as  against  Macallen  v.  Massachusetts 
(279  S.  620),  the  case  that  decided  that  the  states  could  not,  with 
purpose  and  intent,  so  measure  an  excise  as  to  have  the  effect  of 
taxing  income  that  would  be  exempt  from  direct  income  taxation. 
The  distinction  between  the  Massachusetts  excise  tax  and  the 
specific  tax  provided  for  in  the  new  bill,  H.  R.  12490,  is  that  the 
specific  tax  is  levied  upon  the  shareholders  and  not,  like  the  excise, 
upon  the  banks. 

The  provisions  for  the  excise  remain  in  the  bill  and  will  be  valu- 
able to  states  that  find  some  constitutional  obstacles  to  the  use  of 
the  income  tax.  Ablest  authority  holds  that  the  right,  to  levy  excises 
is  an  incident  of  sovereignty  itself,  and  that  only  two  or  three 
states  have  so  limited  their  legislatures  as  to  make  it  impossible  to 
enact  bank  excise. 

The  bill  is  short,  for  all  it  had  to  do,  and  readily  understandable, 
particularly  if  each  of  you  looks  for  the  provisions  applicable  to  his 
own  commonwealth.  At  the  hearing  upon  the  bill  before  the  House 
Committee  on  Banking  and  Currency,  May  9,  only  two  representa- 
tives of  the  Association  of  States  on  Bank  Taxation  opposed  it. 
Of  course,  both  sides  spoke  of  individual  preferences  that  had  not 
been  satisfied;  but  that  is  always  the  case  in  a  democracy.  We 
reach  our  results  by  compromise  and  understanding.  This  bill  will 
settle  the  relations  of  the  government  and  the  states  on  bank  taxa- 
tion for  a  long,  long  time  to  come. 

If  I  may  summarize  what  I  have  said  this  morning,  the  tax 
question  is  one  of  the  distribution  of  the  burden. 

National  banks,  as  members  of  the  Federal  Reserve  Bank,  are 
more  essential  agencies  of  the  government  than  they  ever  were. 

Other  property  has  been  under-assessed,  and  so  banks  have  been 
over-taxed. 

Excessive  taxation  results  in  small  capital  and  surplus,  and  so 
has  played  a  part  in  thousands  of  bank  failures  of  recent  years. 

Bank  taxation  has  been  excessive  because  of  the  mistaken  con- 
ception many  tax  officers  have  of  banking,  and  their  consequent 
wrong  attitude  toward  bank-tax  assessments. 

Because  of  this  attitude.  Congress  must  still  attach  conditions  to 
the  permission  it  gives  the  states  to  tax  national  banks,  but  the 
conditions  expressed  in  the  new  Goodwin  bill,  H.  R.  12490.  can  be 
readily  satisfied. 

Under  it  you  can  tax  intangibles  as  you  wish.  You  can  tax  our 
bank  shares,  or  our  income,  or  our  dividends,  or  bank  income  and 
stockholders'  dividends  both. 

If  there  are  conditions,  these,  it  seems  to  me,  are  in  the  interest 
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of  bankers  and  public  both,  one  as  much  as  the  other.  We  ask  only 
fairness  and  understanding,  and  as  one  who  has  worked  for  years 
that  understanding  niiglit  come,  I  thank  you  for  listening  this  morn- 
ing to  this  exposition  of  the  ]wsition  of  the  banks. 

Cii.\iKM.\x  Long:  1  am  sure  I  speak  the  thoughts  of  all  of  you  in 
thanking  Mr.  Cooke  for  this  very  able  address  which  he  has  given, 
and  the  very  clear  way  in  which  he  has  presented  the  bank  situation 
to  us.  We  are  going  to  have  the  privilege  now  in  this  round-table 
discussion  of  getting  the  other  side  of  the  picture,  and  from  one 
whom  we  all  know  and  for  whom  we  have  a  very  deep  respect  and 
admiration.  Mr.  Blodgett  is  the  next  speaker,  and  he  has  given  a 
great  deal  of  thought  and  attention  to  this  matter,  and  has  gone,  I 
think,  to  greater  length  in  getting  his  facts  well  grounded  perhaps 
than  any  of  the  other  taxing  officials  of  the  states  of  the  Union; 
and  it  is  therefore  a  very  great  pleasure  to  present  to  you  Mr.  Wil- 
liam H.  Blodgett,  tax  commissioner  of  the  state  of  Connecticut. 

WiLLi.xM  H.  Blodgett  (Connecticut)  :  Mr.  Chairman,  Ladies 
and  Gentlemen:  I  have  been  an  observer  of  this  problem  of  taxing 
national  banks  since  the  controversy  first  arose,  immediately  fol- 
lowing the  so-called  Richmond  opinion,  in  192L 

On  the  first  look  I  confess  to  having  gotten  a  decided  slant  in 
sympathy  with  the  position  which  the  bankers  took,  it  being  re- 
ported somewhere  in  the  country  that  somebody  wanted  to  impose 
upon  the  national  banks.  I  didn't  know-  but  that  it  might  be  true. 
I  felt  that  perhaps  there  had  been  some  real  purposeful  discrimina- 
tion against  such  banks.  I  have  studied  the  problem  for  this  period 
of  time  more  or  less,  but  within  the  last  year  and  a  half  more  than 
previously.  I  have  reached  another  conclusion,  which  is  to  the 
efifect  that  banks  and  bankers  have  not  been  and  are  not  now  being 
discriminated  against  by  taxing  authorities  of  the  great  sovereign 
states  of  this  country. 

In  Washington  on  May  9th  of  this  year  a  hearing  was  had  on 
the  bill  referred  to  by  Mr.  Cooke.  At  the  hearing,  out  of  courtesy 
and  deference  to  Mr.  Sullivan,  who  was  working  on  this  problem 
so  hard,  I  said  that  I  thought  it  might  be  an  improvement  over  the 
present  law,  under  which  no  state  can  operate,  as  you  know.  Mr. 
Graves  thought,  if  enacted  into  law,  it  could  be  useful  in  the  state 
of  New  York.  I  therefore  did  all  I  could  to  get  Congress  to  pass 
it.  at  the  same  time  reserving  my  rights  and  feeling  that  the  doors 
of  Congress  would  be  knocked  on  again  and  again  if  that  legisla- 
tion were  not  removed  and  states  be  permitted  to  tax  national  banks. 
The  new  bill  proposed  gave  no  such  permission. 

The  situation  now  is  that  in  some  of  the  states  the  bankers  are 
themselves  willing  to  pay  more  than  can  be  imposed  ujntn  them 
under  the  present  law.     Such  are  the  reports  T  have  from  tax  com- 
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missioners.  Where  tax  structures  have  been  upset,  from  California 
to  Massachusetts,  and  states  in  between  those,  none  of  them  are  able 
to  solve  their  problem  and  in  fact  impose  upon  national  banks  any 
lawful  tax  that  they  can  by  any  stretch  of  fancy  believe  to  be  con- 
stitutional. 

I  want  to  make  a  few  suggestions  with  respect  to  the  remarks 
made  by  Mr.  Cooke.  Mr.  Cooke  points  to  the  fact  that  there  have 
been  many  bank  failures.  That  is  deplorable.  It  is  a  far-reaching 
thing  to  have  a  bank  fail  in  any  community.  He  says  that  it  is  due 
to  the  taxation  of  banks.  I  doubt  it,  because  in  the  states  where 
most  failures  have  occurred  there  has  been  no  tax  on  banks.  There 
has  been  a  tax  on  real  estate  of  banks,  if  they  owned  real  estate, 
and  the  shares  may  have  been  taxed.  However,  a  tax  on  shares  is 
not  a  tax  on  the  bank  which  can  affect  the  capital,  surplus  and  un- 
divided profits  of  the  bank.  Read  the  case  of  DesMoines  v.  Fair- 
weather,  263  U.  S.  103,  and  observe  the  distinction  in  that  case, 
and  in  other  cases  before  the  Supreme  Court  of  the  United  States, 
to  show  that  a  tax  on  shares  is  not  a  tax  on  the  bank.  The  distinc- 
tion is  perfectly  clear.  So,  if  there  have  been  failures  of  banks, 
and  those  failures  have  occurred  in  largest  measure  in  states  which 
impose  no  tax  on  banks,  but  do  impose  a  tax  on  shares,  the  failure 
could  not  have  been  due  to  repression  or  discouragement  of  accu- 
mulated capital,  surplus,  and  undivided  profits.  I  have  the  figures 
to  determine  the  states  wherein  these  failures  occurred.  I  presume 
Mr.  Cooke  has  them,  and  this  is  an  interesting  study  in  view  of  the 
statements  which  Mr.  Cooke  has  made  before  this  conference. 

WEIGHING  THE  NATIONAL  BANK  TAX  BURDEN 
BY  COMPARATIVES 

WM.   H.   BLOnGETT 
Tax  Commissioner  of  Connecticut 

By  making  comparison  of  either  of  the  early  federal  statutes 
which  submitted  shares  of  national  banking  associations  to  taxaion 
by  authority  of  states  with  the  existing  federal  statute  in  relation  to 
the  same  subject,  the  conclusion  is  inescapable  that  in  point  of 
length,  breadth,  density 'and  complexity,  the  statute  in  existence  at 
this  time  ranks  exceedingly  high.  If  simplicity  was  an  object  which 
was  sought  to  be  attained  when  the  present  statute  was  enacted,  a 
serious  mistake  was  made.  In  the  preparation  of  a  state  statute, 
designed  to  comply  with  the  existing  federal  permissive  law,  strange 
and  perplexing  difficulties  must  be  overcome,  and  innumerable  legal 
pitfalls,  most  hazardous  for  cumbersome  state  legislatures  to  hurdle, 
must  be  seen  and  avoided.  Attempts  by  many  states  to  enact  state 
laws  to  meet  the  involved  limitations  prescribed  in  the  present  fed- 
eral law  have  resulted  in  failure.     Efforts  by  tax  commissioners  of 
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many  of  the  states  to  persuade  Congress  to  simplify  this  permissive 
act  so  that  these  difficuUies  might  be  overcome  have  proved  wholly 
fruitless  of  results.  New  and  involved  alternatives,  such  as  those 
contained  in  the  proposed  substitute  for  the  Goodwin  bill  now  pend- 
ing in  Congress,  if  added  to  the  old  prohibitives  found  in  the  present 
law,  instead  of  furnishing  a  solution  to  the  problem  add  fuel  to  the 
flame.  The  existing  statute,  formerly  designated  as  section  5219  of 
the  Revised  Statutes  of  the  United  States,  is  now  section  546  of 
chapter  4  of  Title  12,  Banks  and  Banking,  of  the  1925  Code  of  Laws 
of  the  United  States  as  amended.     It  reads  as  follows: 

"  State  Taxation.  The  legislature  of  each  state  may  deter- 
mine and  direct,  subject  to  the  provisions  of  this  section,  the 
manner  and  place  of  taxing  all  the  shares  of  national  banking 
associations  located  within  its  limits.  The  several  states  may 
(1)  tax  said  shares,  or  (2)  include  dividends  derived  there- 
from in  the  taxable  income  of  an  owner  or  holder  thereof,  or 
(3)  tax  such  associations  on  their  net  income,  or  (4)  according 
to  or  measured  by  their  net  income,  provided  the  following 
conditions  are  complied  with  : 

1.  (a)  The  imposition  by  any  state  of  any  one  of  the  above 
four  forms  of  taxation  shall  be  in  lieu  of  the  others,  except  as 
hereinafter  provided  in  subdivision  ( c)  of  this  clause. 

(b)  In  the  case  of  a  tax  on  said  shares  the  tax  imposed  shall 
not  be  at  a  greater  rate  than  is  assessed  upon  other  moneyed 
capital  in  the  hands  of  individual  citizens  of  such  state  coming 
into  competition  with  the  business  of  national  banks :  Provided, 
That  bonds,  notes,  or  other  evidences  of  indebtedness  in  the 
hands  of  individual  citizens  not  employed  or  engaged  in  the 
banking  or  investment  business  and  representing  merely  per- 
sonal investments  not  made  in  competition  with  such  business, 
shall  not  be  deemed  moneyed  capital  within  the  meaning  of  this 
section. 

(c)  In  case  of  a  tax  on  or  according  to  or  measured  by  the 
net  income  of  an  association,  the  taxing  state  may,  except  in 
case  of  a  tax  on  net  income,  include  the  entire  net  income  re- 
ceived from  all  sources,  but  the  rate  shall  not  be  higher  than 
the  rate  assessed  upon  other  financial  corporations  nor  higher 
than  the  highest  of  the  rates  assessed  by  the  taxing  state  upon 
mercantile,  manufacturing,  and  business  corporations  doing 
business  within  its  limits :  Provided,  however.  That  a  state 
which  imposes  a  tax  on  or  according  to  or  measured  by  the 
net  income  of,  or  a  franchise  or  excise  tax  on,  financial,  mer- 
cantile, manufacturing,  and  business  corporations  organized 
under  its  own  laws  or  laws  of  other  states  and  also  imposes  a 
tax  upon  the  income  of  individuals,  may  include  in  such  indi- 
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vidual  income  dividends  from  national  banking  associations 
located  within  the  state  on  condition  that  it  also  includes  divi- 
dends from  domestic  corporations  and  may  likewise  include 
dividends  from  national  banking  associations  located  without 
the  state  on  condition  that  it  also  includes  dividends  from  for- 
eign corporations,  but  at  no  higher  rate  than  is  imposed  on 
dividends  from  such  other  corporations. 

(d)  In  case  the  dividends  derived  from  the  said  shares  are 
taxed,  the  tax  shall  not  be  at  a  greater  rate  than  is  assessed 
upon  the  net  income  from  other  moneyed  capital. 

2.  The  shares  of  any  national  banking  association  owned  by 
nonresidents  of  any  state,  shall  be  taxed  by  the  taxing  district 
or  by  the  state  where  the  association  is  located  and  not  else- 
where;  and  such  association  shall  make  return  of  such  shares 
and  pay  the  tax  thereon  as  agent  of  such  nonresident  share- 
holders. 

3.  Nothing  herein  shall  be  construed  to  exempt  the  real  prop- 
erty of  associations  from  taxation  in  any  state  or  in  any  sub- 
division thereof,  to  the  same  extent,  according  to  its  value,  as 
other  real  property  is  taxed. 

4.  The  provisions. of  section  5219  of  the  Revised  Statutes  of 
the  United  States  as  in  force  prior  to  March  25,  1926,  shall  not 
prevent  the  legalizing,  ratifying  or  confirming  by  the  states  of 
any  tax  heretofore  paid.  levied,  or  assessed  upon  the  shares  of 
national  banks,  or  the  collecting  thereof,  to  the  extent  that  such 
tax  would  be  valid  under  said  section." 

Attention  is  first  directed  to  the  provisions  of  this  federal  statute 
which  permits  states  to  tax  national  bank  shares  in  the  hands  of 
holders.  The  rate,  as  will  be  observed,  to  be  imposed  upon  such 
shares  cannot  be  greater  than  is  assessed  on  other  competing 
moneyed  capital  in  the  hands  of  citizens  of  the  taxing  state.  As- 
suming, violent  as  this  assumption  is,  that  a  state  has,  in  some 
manner,  accomplished  the  impossible  and  has  been  able  to  classify 
moneyed  capital  into  competing  and  non-competing  classes,  it  is 
thereupon  confronted  with  the  necessity  of  fixing  a  rate  of  tax 
which  will  impose  no  higher  burden  upon  the  moneyed  capital  in- 
vested in  bank  shares  than  is  imposed  upon  other  moneyed  capital 
so  classified  as  competing  capital  but  owned  and  in  the  hands  of 
citizens.  The  state  must  determine,  in  advance,  the  question  of 
burden.  The  word  "  rate  "  in  the  federal  statute  having  been  con- 
strued to  mean  burden,  some  plan  must  be  devised  in  order  that  the 
state  may  know  with  a  fair  measure  of  certainty  that  capital  of 
citizens  which  is  competing  with  the  capital  invested  in  bank  shares 
is  taxed  as  high  in  point  of  burden  as  the  capital  invested  in  such 
shares.     Neither  the   federal  permissive  act.   heretofore  known  as 
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section  5219  of  the  Revised  Statutes  of  the  United  States,  nor  court 
Opinion  furnishes  any  rule,  suggestion  of  a  rule,  or  clue  to  any 
plan  by  which  one  man's  tax  may  be  compared  with  another  man's 
burden.  The  faihire  to  offer  any  suijj^cstion  of  the  kind  has  been 
most  wise.  This  is  due  to  the  fact  that  no  rule  of  the  kind  is 
possible  of  formation. 

For  the  purposes  of  this  discussion  and  to  illustrate,  let  us  assume 
that  the  state  has  imposed  a  tax  of  live  mills  on  the  dollar  of  the 
fair  market  value  of  all  intangible  property  in  the  hands  of  the 
holders,  including  bonds,  notes,  shares  of  stock  in  corporations  of 
all  kinds,  moneys,  credits  and  choses  in  action.  It  then  becomes 
pertinent  to  inquire  whether  the  burden  thus  imposed  upon  bank 
shares  is  greater  than  will  be  imposed  by  the  same  rate  upon  other 
competing  capital  in  the  hands  of  citizens  of  such  state. 

Assume  that  some  citizen  with  private  means  in  the  amount  of 
one  hundred  thousand  dollars  uses  all  of  this  amount  in  the  money- 
lending  business,  takes  real  estate  loans,  discounts  paper,  and  carries 
on  operations  otherwise  in  direct  competitio'n  with  a  small  national 
bank  capitalized  at  one  hundred  thousand  dollars.  Undoubtedly, 
this  private  capital  is  in  .substantial  amount  when  compared  with 
the  amount  available  for  use  by  the  bank.  Assuming  fifty  thousand 
dollars  of  this  money  were  loaned  at  six  per  cent  per  annum,  pay- 
able in  the  manner  of  a  bank  loan,  and  the  note  is  made  payable 
at  the  expiration  of  a  period  of  one  year,  the  income  therefrom 
would  amount  to  three  thousand  dollars  at  the  time  of  maturity  of 
the  note,  and  the  tax,  at  the  five-mill  rate  on  the  dollar,  if  the  note 
were  valued  at  par,  would  be  two  hundred  and  fifty  dollars.  The 
amount  of  tax  assessed  would  equal  eight  and  one-third  per  cent  of 
the  income  derived  from  such  loan.  We  may  now  observe  the 
situation  if  a  like  amount,  or  $50,000.  were  invested  in  shares  of 
the  bank  which  pays  no  dividends.  It  may  be  reasonable,  upon 
observation  of  the  statement  of  the  bank,  that  the  shares  should  be 
valued  for  purposes  of  taxation  at  par,  and,  if  so,  the  owner  of  the 
shares  would  be  required  to  pay,  at  the  five-mill  rate,  the  same 
amount,  or  two  hundred  and  fifty  dollars.  Is  the  owner  of  the 
shares,  having  received  no  dividend  from  his  investment,  being 
burdened  excessively  as  compared  with  the  burden  borne  by  the 
payee  of  the  note?  Since  the  owner  of  the  bank  shares  is  required 
to  pay  the  amount  of  his  tax  from  other  moneyed  capital  in  his 
possession,  the  court  would  be  justified  in  finding,  and  in  all  proba- 
bility would  find,  that  the  banking  capital  was  being  discriminated 
against  by  the  state  statute  imposing  such  rate  of  tax.  Rates  of 
taxation  which  are  so  onerous  as  to  cut  into  and  absorb  capital 
assets  are  offensive  to  tax  commissioners  and  to  taxpayers,  and  even 
bankers  are  sometimes  heard  to  ])rotest  against  paying  taxes  out  of 
capital  assets. 
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To  equalize  tliis  burden,  therefore,  there  would  be  the  necessity 
of  fixing  a  new  rate,  with  a  differential  favorable  to  the  bank,  or 
the  state  or  municipality  which  benefits  by  the  tax  may  equalize 
the  burden  by  granting  a  subsidy  to  the  owner  of  the  bank  shares. 
One  or  the  other  of  these  alternatives  would  have  to  be  adopted  in 
order  to  equalize  the  tax  burden  as  between  these  taxpayers.  It 
being  absurd  to  consider  granting  such  subsidy,  further  attention 
W'ould  have  to  be  directed  toward  the  adoption  of  some  plan  by 
which  an  owner  of  bank  shares  w^ould  in  no  circumstance  of  the 
kind  be  required  to  pay  taxes  which  are  discriminatory  and  which 
must  be  paid  in  every  similar  circumstance  from  capital  assets. 
For  the  purposes  of  this  illustration  I  have  assumed  that  during  the 
term  of  the  competing  loan,  the  bank  has  added  little,  if  anything, 
to  its  surplus,  undivided  profits  or  reserve  but  possesses  assets 
sufficient  to  justify  valuing  its  shares  at  par.  Unfortunately,  all 
banks  do  not  earn  money  in  every  taxing  period.  In  every  such 
case,  any  tax  imposed  upon  nondividend-paying  bank  shares,  how- 
ever low  the  rate  may  be,  is  more  burdensome  and  more  objection- 
able in  every  way  than  even  a  higher  rate  so  imposed  that  payment 
of  the  amount  of  the  tax  may  be  made  otherwise  than  by  confisca- 
tion of  invested  capital. 

A  second  illustration  may  serve  a  useful  purpose.  Assume  that 
another  bank  in  the  same  state  has  made  substantial  earnings  during 
the  period  of  a  similar  competing  loan  and  was  able  to  pay  six 
dollars  per  share  to  its  stockholders,  and,  being  conservatively  and 
successfully  managed,  added  a  very  substantial  amount  to  its  reserve 
and  to  its  surplus  and  undivided  profits  accounts,  so  that,  at  the 
expiration  of  the  year,  the  value  of  the  investment  in  the  shares 
had  very  substantially  increased.  Here  the  amount  of  taxes  paid 
on  the  bank  shares,  reflecting  conservative  bank  management,  would 
be  larger  than  that  paid  on  the  note,  provided  the  shares  were  valued 
in  excess  of  par,  as  in  such  case  should  be  done.  It  is  clear,  in  this 
circumstance  of  things,  that  no  discrimination  against  the  owner  of 
the  bank  shares  could  be  found  to  exist. 

From  these  illustrations  it  may  be  seen  that  the  state  imposing 
the  five-mill  rate  is  by  no  means  at  fault  because  of  apparent  dis- 
crimination against  one  bank.  The  other  is  justly  treated  by  the 
same  state.  Assume  the  remaining  fifty  thousand  dollars  in  the 
hands  of  the  money-lender  mentioned  may  be  used  in  like  manner 
in  competition  with  the  business  of  the  successful  bank.  Such  other 
loans  might  be  widely  spread  in  small  amounts  among  the  citizens 
of  the  community  where  the  bank  carries  on  its  operations.  This 
competing  capital  must  be  sought  out.  brought  into  the  tax  net  and 
taxed  at  the  five-mill  rate.  If  the  total  amount  of  such  capital  of 
the  lender  cited,  and  of  other  citizens  engaged  in  a  like  business, 
should  be  untaxed,  and  the  aggregate  should  be  substantial   (what- 
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ever  that  may  be),  the  court  world  be  compelled,  in  the  event  litiga- 
tion were  instituted  by  the  bank,  to  find  that  discrimination  existed, 
and  the  statute  imposing  this  tax  would  be  held  unconstitutional. 
What  constitutes  a  '"  substantial  amount  "  in  every  such  case  is  a 
question  determinable  by  the  court.  An  amount  held  substantial  if 
comi)eting  with  a  small  bank,  might  be  held  not  substantial  if  com- 
peting with  a  large  and  successful  bank. 

There  are  in  Connecticut  sixty-five  national  banks.  In  the  calen- 
dar year  1928  only  four  of  these  banks  sustained  losses.  During 
that  year  the  bank  having  the  lowest  ratio  of  state  and  local  taxes 
to  net  income  paid  seven  and  one-half  per  cent  of  its  income  (plus 
deducted  taxes)  in  state  and  local  taxes,  while  the  bank  with  the 
highest  rati®  of  state  and  local  taxes  to  net  income  from  operations 
in  the  same  year  paid  two  hundred  and  fifty-six  per  cent  of  its  net 
income  (plus  deducted  taxes)  to  satisfy  the  bills  of  the  state  and 
local  tax-gatherers.  This  is  in  exclusion  of  the  four  banks  which 
sustained  losses.  It  is  seen,  therefore,  that  the  spread  between  the 
bank  which  paid  the  highest  percentum  of  state  and  local  taxes  to 
net  income  and  that  which  paid  the  lowest  percentum  is  very  great. 
Whatever  rate  any  state  may  impose  upon  bank  shares,  therefore, 
is  open  to  successful  challenge  by  the  bank  paying  the  greatest  per- 
centage of  state  and  local  taxes  to  net  income,  w'hile  not  subject  to 
challenge  at  all  by  the  bank  paying  the  lowest  percentage.  It  should 
be  noted  that  when  any  bank  successfully  challenges  any  statutes 
imposing  a  tax  on  shares,  it  being  able  to  show  discrimination,  the 
state  law  imposing  the  tax  is  declared  unconstitutional  as  to  all 
banks  w^ithin  that  state.  The  dilemma  of  any  state,  in  the  face  of 
such  a  condition  of  things,  is  serious.  Few',  if  any,  states  which 
have  adopted  the  share-tax  plan  could  withstand  the  attack  of  the 
sharp-shooters  employed  by  the  national  banks  at  the  instance  of 
any  one  of  a  few  unsuccessful  banks. 

In  attempting  to  find  some  means  of  comparing  tax  burdens 
among  taxpayers  or  groups  of  taxpayers,  the  mind  of  the  average 
tax  man  usually  adopts  the  net  income  tax  measuring-rod.  It  is 
doubted  that  in  any  comparison  of  such  burdens,  the  court  would 
use  this  m.easuring-rod  alone.  It  is  probable  that  the  court  in 
making  its  decision  in  a  particular  case  would  attempt  to  employ 
other  bases  of  making  such  comparison,  such  as  taxes  to  total  assets, 
to  invested  capital,  to  gross  earnings,  or  to  investment  income.  The 
result  which  would  be  obtained  in  using  any  of  these  bases  of 
comparison  may  be  directly  opposite  from  the  result  which  would 
be  obtained  by  using  net  income.  No  one  can  foretell,  in  any 
particular  case,  which  one  of  these  various  methods,  producing 
widely  different  results,  would  be  used  by  the  court. 

In  practically  all  of  the  states  whose  tax  structures  have  been 
upset  as  a  result  of  litigation  brought  by  national  banks  claiming 
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discrimination,  it  has  been  shown  that  a  vast  amount  of  non- 
banking  capital  competing  with  the  business  of  banking  escapes 
taxation  altogether.  Such  escape  is  greatest  in  states  which  attempt 
to  tax  intangible  property  at  the  general  property-tax  rate.  Where 
low  classified  rates  on  intangible  property  obtains,  the  same  is  true 
to  a  lesser  degree,  but  to  a  considerable  extent.  The  result  is  that 
if  bank  shares  are  taxed,  state  laws  imposing  such  tax  are  in  very 
great  danger  of  being  declared  unconstitutional  under  the  present 
share-tax  alternative. 

In  the  illustration  first  given  above,  it  is  shown  that  if  moneyed 
capital  invested  in  the  fifty-thousand-dollar  note  is  taxed  under  the 
state  statute  at  the  same  rate  as  that  imposed  upon  shares  of  national 
banks  in  the  hands  of  holders,  the  law  imposing  this  burden  would 
be  unconstitutional  if  challenged  by  an  unsuccessful  bank.  If  the 
fifty  thousand  dollars  escapes  taxation,  the  law,  however  challenged, 
is  also  unconstitutional. 

The  present  federal  law  purports,  in  addition  to  the  share-tax 
method,  to  give  to  the  states  three  methods  (or  five  methods,  if  the 
combinations  of  the  three  basic  methods  allowed  be  included)  of 
taxing  national  banks  or  the  business  conducted  by  them.  All 
of  these  methods  of  permitting  the  states  to  tax  national  banks  are 
based  upon  net  income.  The  three  basic  methods  are:  (1)  divi- 
dends, (2)  net  income,  and  (3)  according  to  or  measured  by  net 
income.  All  of  these  methods  are,  however,  hedged  in  with  re- 
strictions. Dividends  may  not  be  taxed  "  at  a  greater  rate  than  is 
assessed  upon  the  net  income  from  other  moneyed  capital."  The 
national  banks  may  not  be  taxed  on  their  net  income  or  according 
to  or  measured  by  their  net  income  at  a  higher  rate  "  than  is 
assessed  upon  other  financial  corporations  nor  higher  than  the 
highest  of  the  rates  assessed  by  the  taxing  state  upon  mercantile, 
manufacturing  and  business  corporations  doing  business  within  its 
limits."  If  either  of  these  methods,  accordingly,  be  used,  it  is  neces- 
sary for  the  taxing  state  to  compare  on  a  net  income  basis  the  tax 
burden  of  national  banks,  not  only  with  other  financial  corporations 
which  are  assumed  to  compete  with  the  banking  business,  but  also 
with  mercantile,  manufacturing  and  business  corporations  which  do 
not  compete  with  such  business.  Difficult  as  is  the  task  before  any 
state  of  attempting  to  compare  the  tax  burden  of  national  banks 
with  other  incorporated  competitive  moneyed  capital,  the  task  is 
made  much  more  difficult  by  the  present  law  in  extending  the  com- 
parison to  non-competitive  capital  of  mercantile,  manufacturing  and 
business  corporations.  What  is  meant  by  the  term  "  business  cor- 
porations "  no  one  knows.  Whether  these  three  non-competing 
groups  are  to  be  compared  separately  or  collectively  is  not  known. 
It  would  appear,  from  the  fact  that  all  of  the  apparent  additional 
methods  of  permissive  state  taxation  of  national  banks  are  based 
19 
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upon  net  income,  that  Congress  is  of  the  bcHef  that  net  income  is  a 
peculiarh-  appropriate  method  of  taxation.  There  is  high  authority 
for  the  efficacy  and  accuracy  of  net  income  as  a  competent  basis  of 
comparing  the  relative  tax  burdens  of  various  groups  of  taxpayers. 
Judge  Paton,  general  counsel  of  the  American  Bankers'  Associa- 
tion, is  so  enthusiastic  about  this  that,  in  the  transcript  of  the  hear- 
ings on  May  9,  1930,  at  Washington  before  the  House  Committee 
on  Banking  and  Currency  he  made  the  following  statement : 

*'  The  only  practicable   way   of   ascertaining  and   fixing   an 

equality  of  tax  burden  between  banks  and  corporations  is  by  a 

comparison  of  net  income  and  imposing  equal  taxation  upon 

each  in  proportion  to  income." 

Mr.  Thornton  Cooke,  chairman  of  the  Taxation  Committee  of  the 

American  Bankers'  Association,  is  on  record,  at  the  same  hearing, 

to  like  effect. 

Net  income,  as  that  term  is  used  by  the  federal  government  for 
purposes  of  taxation,  as  used  by  state  governments  for  purposes  of 
taxation  and  of  regulation,  as  used  by  accountants  for  purposes  of 
bookkeeping,  as  used  by  taxpayers  themselves  for  ascertaining  their 
net  profits  or  losses,  and  in  a  new  definition  recommended  by  Judge 
Paton  and  called  "  total  net  income,"  may  be  and  is  widely  different. 
For  compartive  purposes  neither  statute  nor  court  opinion  affords  a 
clue  by  which  to  determine  as  to  what  net  income  is  or  which 
definition  is  to  be  used.  It  is  doubted  if  a  method  of  comparing 
relative  tax  burdens  can  be  said  to  be  practical  when  the  measuring- 
rod  is  so  incapable  of  definite  determination.  The  federal  law  pre- 
tends to  make  a  distinction  between  the  taxation  of  national  banks 
based  "  on  their  net  income  "  and  based  "  according  to  or  measured 
by  their  net  income."  This  difference  is  a  figment  of  fancy.  [See 
Macallen  v.  Massachusetts  (1929),  279  U.  S.  620.] 

Net  income  as  a  basis  of  taxation  would  be  peculiarly  favorable 
to  national  banks.  A  study  of  the  Statistics  of  Income,  as  pub- 
lished by  the  Bureau  of  Internal  Revenue  during  the  last  ten  years, 
and  a  study  of  the  reports  of  the  Comptroller  of  the  Currency  for 
the  same  ten-year  period,  show  that  Connecticut  national  banks  have 
a  stability  of  earning  power  not  equalled  by  the  other  corporations 
which  are  grouped  under  the  heading  "  financial  corporations  "  by 
the  Bureau  of  Internal  Revenue  and  not  equalled  by  any  of  the 
other  groups  of  corporations  (with  the  possible  exception  of  public 
utilities).  Public  utilities,  by  consent  of  the  bankers,  are  not  to  be 
construed  as  being  within  the  definition  of  business  corporations. 
Stability  of  earning  power  is  one  of  the  great  earmarks  of  a  suc- 
cessful corporation.  The  relatively  small  change  up  or  down  in  the 
earnings  of  Connecticut  national  banks  as  a  whole,  year  after  year, 
in  periods  of  depression  and  of  prosperity  is  nothing  less  than 
startling. 
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Over  the  twelve-year  period  July  1,  1917  to  June  30,  1929  inclu- 
sive, the  relative  stability  of  earning  power  of  Connecticut  national 
banks  as  shown  by  the  ratio  of  net  earnings  during  the  year  to 
invested  capital  (capital,  surplus  and  undivided  profits)  at  the  end 
of  the  year  is  shown  in  the  following  table : 

Connecticut  National  Banks 
Year  ended  June  30  Per -cent  Net  Earnings 

to  Invested  Capital 
191S    8.5% 

1919    8.5 

1920    9.7 

1921  9-4 

1922  8.4 

1923  7-9 

1924  8.2 

1925  8.3 

1926  9.0 

1927    8.4 

1928 9.3 

1929    94 

It  is  seen  that  the  lowest  rate  of  return  on  invested  capital  was 
7.9%  for  the  twelvemonth  ended  June  30,  1923.  and  the  highest  rate 
9.7%  for  the  twelveinonth  ended  June  30,  1920.  Comparison  of 
other  groups  of  taxpayers  shows  no  such  high  relative  earnings 
combined  with  such  marked  stability  of  earning  power. 

The  calendar  year  1921  was  a  year  of  unusual  financial  depres- 
sion. In  that  year  the  results  of  the  operations  of  all  of  the  cor- 
porations reporting  to  the  Connecticut  Collector  of  Internal  Revenue 
was  a  net  deficit.  That  year  the  national  banks  in  Connecticut 
reported  net  earnings  favorably  comparing  with  the  earnings  of  the 
year  preceding,  paid  out  increased  amounts  in  dividends,  and  sub- 
stantially increased  their  undivided  profits.  As  contrasted  with  the 
small  annual  fluctuations  in  earning  power  from  year  to  year  shown 
by  the  national  banks  may  be  shown  the  violent  swing  up  and  down 
of  other  groups  of  corporations,  including  those  which  maybe  desig- 
nated as  manufacturing  corporations,  agricultural  corporations, 
building  corporations,  and  generally  the  various  groups  and  sub- 
groups of  corporations  within  the  state.  Even  finance  corporations 
themselves  (in  which  group  national  banks  are  placed)  show  to  a 
large  degree  great  changes  in  earning  power  from  year  to  year. 
Stability  of  earning  power  has  great  influence  in  determining  the 
market  value  of  the  stock  and  of  other  securities  of  a  corporation, 
and  ought  to  have  great  influence  in  determining  its  ability  to  pay 
taxes.  Under  the  share-tax  plan,  if  federal  interference  should  be 
withdrawn,  this  and  all  other  advantageous  factors  can  be  taken 
into  account  by  the  states  in  imposing  taxes.     Under  the  net-income 
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tax  or  a  tax  measured  by,  in,  upon,  through,  or  according  to  income, 
or  any  other  form  of  business  tax  levied  directly  upon  the  business 
of  banking,  great  advantage  over  all  other  classes  of  taxpayers  is 
secured  to  the  banks  by  the  Constitution  of  the  United  States.  The 
opinion  in  the  Macallen  case,  supra,  is  cited  to  show  this.  See  Des 
Moines  National  Bank  v.  Faii-weather  (1928),  263  U.  S.  103,  and 
other  cases  in  point  which  differentiate  between  a  share  tax  and  a 
tax  levied  on  the  corporation  itself. 

In  the  base  of  the  income  tax  it  may  be  seen  that  receipts  from 
tax-exempt  securities  held  by  banks  cannot  be  reached.  The  amount 
of  the  receipts  by  national  banks  from  tax-exempt  interest  and 
dividends  averages  approximately  one-third  of  their  total  receipts. 
No  other  class  of  Connecticut  corporations  has  so  large  a  proportion 
of  tax-exempt  receipts.  The  difference  is  more  marked  if  com- 
parison be  limited  to  interest  received  from  tax-exempt  federal, 
state  and  municipal  securities.  The  language  used  in  the  permis- 
sive act,  '■  the  entire  net  income  received  from  all  sources,"  has 
proved  to  be  without  substance  and  deceptive. 

In  1926  four  hundred  and  forty,  or  one-third  of  the  one  thousand 
three  hundred  and  twenty  Connecticut  companies  classified  in  "  Sta- 
tistics of  Income  "  as  finance  companies,  had  no  net  income.  These 
four  hundred  and  forty  unsuccessful  finance  corporations  did  27.5% 
of  the  total  business  of  finance  companies  and  suffered  losses  which 
represented  96.7%  of  the  net  income  of  the  eight  hundred  finance 
companies  having  gains.  It  is, an  interesting  commentary  on  the 
favorable  position  occupied  by  national  banks,  not  only  amongst 
Connecticut  corporations  as  a  whole,  but  also  amongst  their  own 
group  of  finance  corporations  when  ''  Statistics  of  Income "  for 
1926  show  that  while  33.37o  of  the  Connecticut  finance  corporations 
and  40%  of  Connecticut  corporations  as  a  whole  reported  no  net 
income,  only  10.8%)  of  the  Connecticut  national  banks  reported  no 
net  income.  In  addition,  while  the  1926  losses  of  the  Connecticut 
finance  corporations  were  96.77o  of  the  net  income  of  the  Connec- 
ticut finance  corporations  reporting  net  income,  and  while  the  1926 
losses  of  the  Connecticut  corporations  as  a  whole  were  33%  of  the 
net  income  of  all  the  Connecticut  corporations  reporting  net  income, 
losses  of  the  seven  Connecticut  national  banks  were  but  2.9%  of  the 
net  income  of  the  fifty-eight  national  banks  reporting  net  income. 
By  this  and  every  other  known  method  of  comparison,  the  favorable 
position  of  national  banks  may  be  shown.  If  ability  to  pay  is  to 
continue  to  be  the  watchword  in  taxation,  no  reason  exists  why 
national  banks  should  not  assume  responsibilities  to  government  by 
bearing  a  tax  burden  at  least  equal  to  the  burden  borne  by  other 
important  groups  of  taxpayers.  Owing  to  recent  and  well-known 
decisions  of  the  courts  interpreting  the  existing  permissive  federal 
act.  national  banks,  by  the  income-tax  method,  cannot  be  compelled 
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by  states  to  assume  a  Ijurden  comparable  by  any  yardstick  of  com- 
parison equal  to  that  which  is  imposed  by  the  net  income  tax  on 
other  groups  of  taxpayers. 

The  net  income  tax  measuring-rod  fails  sadly  when  attempt  is 
made  to  compare  relative  tax  burdens  of  national  banks  with  the 
burden  imposed  by  states  on  insurance  companies.  Since  national 
banks  were  authorized  to  lend  money  on  real  estate  mortgages,  and 
to  act  as  trustees,  the  insurance  companies,  particularly  life  com- 
panies, whatever  may  have  been  their  former  status,  must  now  be 
held  to  be  competitors  of  the  banks.  It  is  probable  they  were  com- 
petitors of  the  banks  before  1916.  Since  that  time  there  is  little 
doubt  about  it.  Such  companies  are  great  reservoirs  of  capital 
which  is  placed  constantly  in  various  ways  and  in  all  sections  of 
the  country  in  competition  with  the  business  of  banking.  Insurance 
accountancy  is  unlike  that  of  any  other  group  of  taxpayers.  Pecu- 
liarities of  this  group  and  of  classes  within  the  group,  such  as  life 
and  fire,  requiring  the  setting  up  of  statutory  reserves,  together  with 
other  reasons,  render  the  income  tax  measuring-rod  entirely  unsuit- 
able as  a  means  of  comparing  tax  burdens  of  such  companies  with 
the  burden  imposed  upon  any  other  group  of  taxpayers.  What  be- 
comes of  this  so-called  protective  principle,  insisted  upon  by  bank- 
ing interests,  if  comparison  of  burden  is  not  to  be  made  or  cannot 
be  made  by  the  use  of  this  measuring-rod  with  this  class  of  cor- 
porations which  furnishes  such  aggressive  competition  wath  the 
business  of  banking?  As  to  the  insurance  group  as  a  whole,  the 
measuring-rod  proposed  fails  again,  because  it  lacks  universality  of 
application. 

In  the  event  that  any  state  tax  is  imposed  on  net  income  or 
measured  by  or  according  to  net  income  of  national  banks,  the 
financial  corporate  comparative  must  be  dealt  with  in  every  case. 
The  national  bank  tax  burden  must  be  compared  w^ith  the  burden 
imposed  "  on  other  financial  corporations."  Does  this  term  "  other 
financial  corporations"  include  insurance  companies?  If  insurance 
companies  are  to  be  excluded,  the  ratio  of  taxes  to  net  income  is 
afifected  seriously,  favoring  the  banks. 

No  basis  of  comparing  tax  burdens  of  various  groups  of  tax- 
payers can  be  complete  without  giving  attention  to  losses.  Unfor- 
tunately, all  corporations  do  not  have  profits  each  year.  In  any 
given  year,  whether  it  is  one  of  prosperity  or  one  of  depression, 
some  corporations  will  not  have  profits.  In  Connecticut,  in  a  year 
of  prosperity,  the  amount  of  deficit  which  is  suffered  by  corpora- 
tions having  net  losses  will  be  a  sizable  aggregate.  In  a  year  of 
depression  the  aggregate  deficit  of  corporations  having  net  losses 
may  exceed  the  aggregate  net  income  of  corporations  having  profits. 
"  Statistics  of  Income  "  show  that  in  1921  net  losses  exceeded  net 
profits  in  Connecticut.     This  means  that  the  result  of  the  operations 


294  XATIOXAL  TAX  ASSOCTATIOX 

of  all  four  thousand  eight  hundred  and  ninety-nine  corporations 
reported  to  the  Connecticut  Collector  of  Internal  Revenue  for  1921 
was  a  net  loss.  Insurmountable  difficulties  protrude  when  attempt 
is  made  to  compare  groups  of  corporations  when  minus  quantities 
enter.  This  is  peculiarly  the  case  when  a  great  many  of  the  items 
for  comparison  are  negative  and  when  the  distribution  of  such 
minus  quantities  as  between  groups  greatly  varies.  The  net  income 
tax  measuring-rod  as  a  basis  of  comparison  breaks  down  when  the 
denominator  of  the  fraction  on  which  the  comparison  depends  is  a 
zero  or  minus  quantity.  Any  measuring-rod  lacking  universality 
of  application  is  useless. 

Excluding  insurance  companies  which  pay  heavy  taxes  to  the 
states  and  which  are  competitors  of  the  national  banks,  there  re- 
mains in  the  class  designated  "  other  financial  corporations "  all 
small-loan  companies,  mortgage  companies,  acceptance  companies, 
state  banks,  building  and  loan  associations,  savings  banks  and  all 
other  finance  corporations  which  have  grown  up  in  recent  years  and 
which  in  all  probability  cannot  be  considered  otherwise  than  as 
being  of  sporadic  growth.  In  grouping  corporations  into  classes, 
there  is  trouble.  Each  must  be  grouped,  regardless  of  title,  into  the 
class  from  which  it  obtains  the  major  portion  of  its  income.  Due 
to  this,  a  corporation  engaged  in  a  number  of  activities  may  be 
properly  placed  in  one  group  during  one  tax  period  and  in  another 
group  in  another  such  period.  If  it  were  possible  to  subdivide 
activities  of  corporations  having  broad  corporate  powers  and  to 
place  each  subdivision  into  its  proper  group,  a  more  accurate  picture 
of  tax  burden  as  between  groups  would  be  obtainable.  Under  the 
law  no  mistake  with  respect  to  grouping  is  tolerable. 

The  court  of  last  resort  alone  can  determine  how  a  corporation 
of  importance,  or,  for  that  matter,  a  whole  group  of  corporations, 
should  be  classified. 

The  situation  presents  itself  with  respect  to  real  estate  ownership 
which  may  be  best  shown  by  an  illustration: 

.Suppose  two  corporations  in  the  same  group  or  industry  are  doing 
the  same  amount  of  business  and  receive  the  same  amount  of  in- 
come. State  and  local  taxes  paid  being  the  numerator  of  this  frac- 
tion in  each  case,  and  net  income  the  denominator,  it  would  appear 
that  each  is  bearing  the  same  tax  burden.  Suppose  now  that  one 
owns  and  pays  taxes  on  substantial  real  estate  holdings,  while  the 
other  rents  the  space  needed  to  carry  on  its  operations.  In  one  case 
the  taxes  to  net  income  ratio  has  been  enormously  swelled  by  pay- 
ment of  real  estate  taxes.  The  amount  of  all  state  and  local  taxes 
being  placed  in  the  numerator  of  the  fraction,  any  additions  to  tax 
payment  count  heavily  in  the  percentage  figure  of  taxes  to  net  in- 
come. In  the  other  case,  no  real  estate  taxes  have  been  directly 
paid.     In  its  payment  of  rent,  heavy  real  estate  taxes  may  be  in- 
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eluded,  but,  in  that  case,  such  payment  affects  only  the  denominator 
of  the  fraction.  From  the  percentage  figure  to  be  shown,  it  would 
appear  that  one  company  is  tremendously  overtaxed  as  compared 
with  the  other,  but  such  may  not  have  been  the  case. 

The  presence,  therefore,  or  the  absence  of  real  estate  holdings  in 
the  assets  of  any  group  of  corporations  may  render  wholly  worth- 
less the  net  income  tax  plan  of  comparing  or  measuring  the  tax 
burdens.  The  absence  of  real  estate  holdings  in  certain  groups 
which  may  be  classified  as  financial  corporations  and  which  gener- 
ally own  no  real  estate  renders  wholly  worthless  comparison  of 
burden  of  such  group  with  banks  which  generally  do  pay  real  estate 
taxes.  Under  the  existing  law  and  under  the  law  proposed  as  a 
substitute  for  the  Goodwin  bill  which  is  now  pending  in  Congress, 
other  financial  corporations,  a  high  percentage  of  which  pay  no  real 
estate  taxes,  must  be  taken  into  account  and  comparison  of  tax 
burdens  attempted  with  the  bank-tax  burden.  The  result  of  such 
comparison  would  present  a  picture.  It  would  inevitably  appear 
that  the  banks  are  excessively  burdened.  It  would  appear  from 
such  figures  that  the  finance  corporations,  a  high  percentage  of 
which  own  little  or  no  real  estate,  pay  comparatively  little  in  taxes. 
The  reverse  in  any  such  case  might  be  true. 

Because  the  tax  to  net  income  measuring-rod  breaks  down  at  so 
many  points,  because  it  lacks  universality  of  application,  because  it 
cannot  take  into  account  innumerable  variables  and  the  true  inci- 
dence of  taxation,  it  is  a  w-orthless  and  frail  reed,  a  most  unreliable 
and  undesirable  index  by  which  to  compare  or  measure  tax  burdens 
as  among  dissimilar  corporations  and  groups  of  corporations.  Even 
among  taxpayers  of  the  same  group  it  is  far  from  dependable.  In 
practically  every  case,  when  comparison  of  tax  burden  of  other 
groups  of  taxpayers  with  the  banks  is  made  by  the  use  of  the  net 
income  tax  measuring-rod,  contrary  to  fact,  the  national  banks  may 
be  shown  to  be  excessively  taxed.  Other  groups  of  taxpayers  are 
most  certain  to  be  placed  in  an  unfavorable  light  by  the  use  of  this 
unfair  method  of  making  determination  of  tax  burdens. 

From  the  standpoint  of  proper  perspective  alone,  even  though 
this  measuring-rod  were  accurate,  no  state  legislature  ought  to  re- 
quire its  taxpayers,  tax  administrators,  and  the  courts  of  the  coun- 
try, annually,  to  attempt  to  determine  whether  one  per  cent  of  its 
taxpayers  are  being  justly  taxed  by  such  cumbersome  machinery  as 
that  contained  in  the  present  law,  or,  which  is  far  worse,  that  pro- 
posed in  the  substitute  for  the  Goodwin  bill.  If  the  protection 
afforded  other  taxpayers  in  all  states  by  the  Fourteenth  Amendment 
is  not  ample  to  protect  national  banks  against  discrimination  or 
unfair  treatment  of  any  kind,  the  situation  is  strange  to  behold. 
Any  attempt  to  resolve  this  doubt  in  favor  of  the  banks  should  be 
met  by  the  passage  of  a  simplified  federal  law  with  which  the  states 
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can  comply  with  reasonable  eiYort  and  with  a  fair  measure  of  cer- 
tainty that  its  statutes  are  constitutional. 

In  the  far-reaching,  ever-changing  process  of  tax  adjustments 
which  is  taking  place  in  all  states,  banks  and  bankers,  with  all  other 
seekers  of  business  profits,  should  be  required  to  accept  pot-luck. 
They  are  entitled  to  no  tax  favors.  The  proud  and  advantageous 
position  which  national  banks  occupy  in  the  business  field  alone 
should  deter  them  from  seeking  tax  favors  of  any  kind,  indirectly 
by  appeal  to  Congress  or  by  appeal  to  the  states  wherein  they  carry 
on  operations.  I  bear  witness  that  there  is  not  in  Connecticut  the 
slightest  prejudice  against  banks  or  bankers.  On  the  contrary,  pre- 
cisely the  reverse  situation  exists.  The  business  of  the  banks  and 
the  banker  himself  is  held  in  the  highest  regard  in  all  sections  of 
the  state.  In  community  life,  in  state  affairs,  as  well  as  in  private 
business,  the  counsel  of  the  banker  is  sought,  without  the  slightest 
doubt,  with  greater  frequency  than  from  those  engaged  in  the 
management  of  other  corporations.  It  is  the  business  of  the  banker 
to  encourage  and  promote  sound  business  policies.  In  the  perform- 
ance of  the  full  measure  of  this  duty,  he  very  properly  encourages 
the  highest  measure  of  responsibility  in  public  business.  The 
banker  is  generally  a  man  of  great  personal,  business  and  political 
influence.  The  existence  of  good  feeling  on  the  pan  of  the  public 
toward  banking  interests  is  of  incalculable  value,  not  only  to  the 
business  of  banking,  but  to  every  business  interest.  Once  estab- 
lished, such  good  feeling  should  not  lightly  be  disturbed.  Good 
feeling  cannot  either  be  fostered  or  maintained  by  placing  sovereign 
states  in  the  position  of  supplicants  anxious  to  accept  contributions 
from  banking  interests,  while  others  within  such  states  bear  tax 
burdens  imposed  by  law.  Supplicants,  many  states  are,  and  so  they 
must  remain  until  Congress,  by  appropriate  action,  shall  permit  the 
states  to  tax  national  banks. 

Chairman  Loxg:  Mr.  Blodgett,  we  want  to  thank  you  for  your 
very  able  contribution  to  this  round-table  discussion. 

We  have  next  the  pleasure  of  listening  to  one  who  is  listed  on  the 
program  as  being  from  the  University  of  Kansas.  Since  this  pro- 
gram was  printed,  the  movement  in  Chicago  to  reestablish  the  con- 
fidence of  the  country  in  Chicago,  has  been  moving  along,  and  as 
a  part  of  that  movement  Professor  Jensen  has  been  loaned  by  the 
state  of  Kansas  to  the  University  of  Chicago,  to  help  in  this  reform 
movement,  which  Chicago  hopes  will  eventually  restore  them  in  the 
confidence  of  the  country. 

We  will  now  have  the  pleasure  of  listening  to  Professor  Jens  P. 
Jensen,  who  will  speak  to  us  on  "  The  Economic  Aspects  of  Bank 
Taxation." 

Jexs   p.   Jf.xsex    (Kansas):    Ladies   and    Gentlemen:    For   the 
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benefit  of  the  stenographer  I  will  say  that  I  propose  first  to  read  a 
brief  paper,  and  then  with  the  indulgence  of  the  chairman  and 
others  present  I  propose  to  make  a  few  observations  which  have 
come  to  me  because  of  what  I  have  heard  and  seen  since  I  arrived 
at  this  conference. 

I  will  say  to  you  that  this  paper  is  very  brief,  very  much  briefer 
than  any  so  far  presented,  and  much  briefer  than  those  which  I  am 
in  the  habit  of  presenting.  I  make  this  statement  for  the  purpose 
of  possibly  comforting  persons  present  here.  I  am  moved  to  this 
by  a  remark  made  to  me  last  night  or  the  night  before  by  a  gentle- 
man sitting  close  to  me  in  the  back  of  the  room.  He  had  been 
listening  to  two  or  three  papers,  presented,  I  think,  by  college  pro- 
fessors, and  then  he  leaned  over  to  me  and  said,  "  This  is  too 
academic,  this  is  too  general,  why  can't  they  be  particular?"  So, 
he  leaned  back  in  his  chair  and  listened  for  five  minutes  more,  and 
then,  apparently  disgusted  and  tired,  he  leaned  over  to  me  and  said. 
"  This  is  vaudeville."  and  instantly  he  arose  and  went  out  in  disgust. 
So,  I  am  making  this  observation  to  show  you  that  if  this  is  vaude- 
ville it  won't  last  long. 

ECONOMIC  ASPECTS  OF  BANK  TAXATION 

JENS   P.   JENSEN 
University  of  Kansas 

The  past  decade  has  witnessed  a  unique  conflict  in  the  taxation 
of  commercial  banks.  The  conflict  is  not  yet  ended,  and  no  solu- 
tion, not  even  a  workable  arrangement,  is  in  sight.  The  agreement 
that  has  been  arrived  at  between  the  two  bargaining  committees  of 
the  American  Bankers  Association  and  of  the  Association  of  States 
on  Bank  Taxation  is  not  yet  enacted  into  law.  And  if  it  does  be- 
come law,  it  will  have  to  run  the  gauntlet  of  all  the  vicissitudes 
incidental  to  a  new  tax.     It  is  a  very  complicated  measure. 

Perhaps  we  should  say  that  all  the  economic  aspects  of  bank 
taxation  should  have  been  presented  earlier  as  far  back  as  ten  years 
ago,  or  at  any  rate  so  far  back  as  to  be  of  use  in  shaping  the  various 
amendments  of  Section  5219,  and  in  arriving  at  the  present  com- 
promise of  the  two  bargaining  committees.  One  might  go  further 
and  say  that  there  is  little  or  nothing  new  that  can  be  said.  Yet  it 
is  certain  that  the  last  word  has  not  been  and  will  not  be  said  for 
some  time.  Perhaps  there  is  no  last  word.  Surely  if  there  is  one, 
it  cannot  be  said  until  a  more  stable  equilibrium  is  developed  than 
that  which  exists  today. 

I.  The  Political  Aspects 
It  may  be  trite  to  say  that  the  factors  that  have  produced  the 
present  confusion  have  not  been  economic.     The  present  situation 
has  grown  out  of  the  dual   form  of  government  under  which   we 
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live.  This  political  situation  we  shall  of  course  continue  to  have. 
From  it  we  cannot  escape.  Any  system  of  bank  taxation  we  may 
adopt  must  fit  into  the  system  of  banking  with  banks  chartered  by 
two  different  governments. 

The  political  factor  may  not  have  been  barren  of  good  effects; 
but  surely  the  net  result,  at  least  at  the  present  time,  is  far  from 
good.  Section  5219  practically  prescribed  the  general  property  tax 
for  the  shares  of  bank  stock.  It  did  practically  prescribe  uniform 
taxation,  at  least  in  contemplation  of  law,  in  most  of  the  states. 
And  this  uniformity,  in  the  past  may  not  have  been  an  unmixed 
evil.  But  it  is  certain,  in  my  opinion,  that  Section  5219  has  com- 
pelled the  states  to  retain  the  general  property  tax  longer  than  they 
otherwise  would  have  done.  The  prolongation  of  that  outgrown 
system  of  taxation  is  a  serious  charge  to  bring  against  the  political 
factor  in  bank  taxation. 

Except  for  the  restraining  force  of  .Section  5219  it  seems  reason- 
able to  suppose  that  we  should  have  been  further  along  in  arriving 
at  a  workable  method  of  taxing  banks.  Consider  the  insurance 
business,  by  way  of  comparison.  There  is  no  Section  5219  for  taxes 
on  insurance  companies.  They  are  financial  enterprises  no  less 
specialized  than  the  commercial  banks.  Being  free  to  adapt  taxes 
on  insurance  companies  to  the  economic  characteristics  of  the  in- 
surance business  we  have  evolved  at  least  a  stable  and  workable 
premium  tax.  The  taxes  on  gross  premiums  on  insurance  com- 
panies are  as  uniform  and  as  simple,  and  as  suitable  for  their  pur-  ■ 
pose  as  the  taxes  on  the  shares  of  bank  stock  ever  were  among  the 
several  states.  In  the  absence  of  Section  5219  we  should  expect  to 
have  made  equal  progress  in  taxing  banks. 

It  is  also  reasonable  to  suppose  that,  in  the  absence  of  Section 
5219,  we  should  have  been  able  to  dispose  of  the  discrepancies  that 
now  exist,  and  are  strikingly  apparent  from  a  comparison  of  the 
taxes  on  banks  with  the  taxes  on  other  financial  corporations  such 
as  building  and  loan  associations  and  the  various  forms  of  finance 
companies.  The  problem  of  establishing  equality  in  the  taxation  of 
commercial  banks  as  compared  with  the  taxation  of  other  financial 
corporations  is  far  from  being  an  academic  question. 

II.   Economic  A.spects 

What  are  the  economic  aspects  of  bank  taxation  ?  Possibly  the 
inquiry  should  be  limited  to  this :  What  are  the  economic  aspects 
of  bank  taxation  that  can  be  given  due  recognition  under  Section 
5219  as  it  now  is;  as  it  will  be  if  amended  as  proposed;  or  how 
ought  it  to  be  amended  so  as  to  give  recognition  to  all  the  relevant 
economic  aspects  of  taxes  on  banks? 

It  is  easier  to  approach  the  question  if  we  first  rephrase  it  so  as 
to  read:  What  taxes  on  banks  are  economically  sound?     It  may  be 
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said  that  a  tax  on  banks,  to  be  economically  sound,  must  produce 
substantial  equality,  on  some  reasonable  basis,  between  the  banks 
and  other  business  enterprises  which,  like  the  banks,  are  neither 
particularly  vicious  nor  unusually  meritorious  from  a  social  point 
of  view.  It  is  not  essential  to  economic  soundness  of  a  tax  on 
banks  that  it  shall  be  the  same  in  form  as  those  on  other  business 
enterprises.  But  it  is  essential  that  the  tax  shall  bear  some  reason- 
able relation  to  some  relevant  aspect  or  aspects  of  banks  and  other 
business  enterprises.  And  the  most  relevant  aspect  of  all  business 
enterprises  would  appear  to  be  the  business  income. 

A  tax  that  is  unsound  economically  is  socially  detrimental.  A  tax 
that  bears  a  grossly  unequal  relation  to  the  net  business  income  of 
economically  similar  business  enterprises  reduces  the  aggregate  net 
services  which  these  enterprises  bestow  upon  society.  The  value  of 
the  services  bestowed  upon  society  by  the  relatively  overtaxed  enter- 
prises is  curtailed  to  a  greater  extent  than  the  value  of  the  services 
of  the  relatively  undertaxed  enterprises  is  augmented  by  the  dis- 
crepancies in  the  tax  burden.    There  is  a  net  social  loss. 

Now  the  social  loss  sustained  in  this  way  cannot  be  demonstrated 
fully  here.  I  must  content  myself  with  using  an  actually  existing 
condition  as  a  demonstration.  Such  a  demonstration  will  be  more 
intelligible  than  elaborate  theoretical  proof.  It  happens  that  such  a 
demonstration  is  ready  at  hand  and  may  be  had  by  a  comparison  of 
the  taxes  on  commercial  banks  with  those  on  building  and  loan 
associations.  It  is  not  my  wish  to  foster  ill-will  between  cousins  in 
the  family  of  business  enterprises  we  call  financial  corporations. 
But  the  demonstration  is  too  convenient,  and  should  be  too  con- 
vincing, for  me  to  neglect  it. 

It  is  a  matter  of  common  knowledge  that  building  and  loan  asso- 
ciations have  shown  a  remarkable  growth  during  the  past  decade. 
The  total  assets  have  increased  from  about  $1,769,000,000  in  1917 
to  .$7,000,000,000  in  1928.  The  number  of  persons  who  are  inves- 
tors has  increased  from  4  of  each  100  in  1917  to  10  of  each  100  in 
1928.  It  is  perhaps  not  equally  well  known  that  the  commercial 
banks  have  shown  a  relatively  much  slow-er  growth,  where  they 
have  shown  any  growth  at  all.  The  building  and  loan  associations 
owe  a  part  of  their  growth,  perhaps  a  large  part,  to  their  prefer- 
ential position  with  respect  to  taxation  on  their  business.  On  their 
business  as  such,  in  most  states  they  pay  practically  no  taxes. 
Moreover,  they  pay  practically  no  federal  taxes.  The  commercial 
banks  enjoy  no  such  preference.  On  the  contrary,  they  are  rela- 
tively overtaxed  in  most  of  the  states.  It  is  not  necessary  at  this 
point  to  show  that  the  banks  are  overtaxed  in  comparison  with 
non-financial  corporations,  although  I  think  that  can  readily  be 
proved  in  the  states  where  the  bank  shares  are  taxed  as  general 
property.     It  is  enough  for  the  present  argument  if  the  commercial 
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banks  are  overtaxed  in  comparison  with  building  and  loan  associa- 
tions. And  that  is  surely  true,  at  least  in  the  general  property  tax 
states. 

Now  the  business  of  the  commercial  banks  and  that  of  the  build- 
ing and  loan  associations  are  both,  and  to  my  mind  equally  meri- 
torious. But  the  gain  that  has  accrued  to  patrons  of  the  building 
and  loan  associations,  whether  investors  or  borrowers,  by  reason  of 
the  virtual  tax  exemption  which  their  business  enjoys  has  been  more 
than  offset  to  the  patrons  of  the  commercial  banks  by  reason  of  the 
heavy  taxes  which  banks  pay. 

III.  The  General  Property  Tax  ox  the  Shares 

Turning  now  to  a  brief  economic  analysis  of  the  specific  taxes 
permissible  under  Section  5219,  let  us  first  consider  the  property  tax 
on  the  shares  as  general  property.  The  original  Section  5219  was 
enacted  at  a  time  when  the  general  property  tax,  both  as  required 
by  state  constitutions,  as  provided  for  by  statute  law,  and  as  cher- 
ished (if  any  tax  can  be  cherished)  by  public  opinion  was  at  its 
zenith.  With  the  then  prevailing  philosophy  of  property  taxation, 
though  never  with  the  prevailing  practice,  Section  5219  was  in  har- 
mony. Had  Section  5219  been  drafted  fifty  years  earlier,  it  might 
have  been  different.  Had  it  been  drafted  in  1930.  it  surely  zvouhi 
have  been  different.  It  is  thus  an  historical  accident  that  we  hapi)en 
to  be  saddled  with  an  incubus  that  blocks  tax  reform,  to  some 
degree,  in  every  direction. 

By  their  works  shall  taxes.  like  men,  be  justified.  But  the  prop- 
erty tax  on  shares  as  general  property  has  not  been  so  justified,  if 
we  accept  as  a  test  substantial  equality  of  taxation  as  between  banks 
and  other  business  enterprises.  For  it  has  singled  out  the  commer- 
cial banks,  in  the  general  property  tax  states,  as  the  only  business 
corporations,  with  the  possible  exception  of  certain  public  utilities, 
to  be  taxed  on  the  basis  of  the  full  value  of  all  their  property. 
The  result  is  partly  due  to  the  requirements  of  the  law,  aiid  partly 
due  to  the  facts  that  these  requirements  are  not  and  can  not  be  met 
in  practice.     Let  me  take  first  a  very  clear  case  as  a  demonstration. 

It  has  been  my  privilege  recently  to  examine  at  close  range  the 
Colorado  state  tax  system.  Though  the  Colorado  constitution  con- 
tains the  uniformity  clause  of  the  general  property  tax  in  some 
form,  the  shares  of  stock  of  all  corporations,  except  banks,  are  de- 
clared to  be  not  property  for  purposes  of  taxation.  The  shares  of 
banks  are  therefore  by  law  the  only  corporate  shares  taxable  as 
property.  And,  with  the  possible  exception  of  certain  centrally 
assessed  public  utilities,  there  is  no  provision  elsewhere  in  the  law 
of  the  state  for  taxing  the  so-called  corporate  excess  which  the 
corporate  shares  may  be  said  to  represent. 

Now  the  situation  is  not  far  different  in  the  states  in  which  the 
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tax  law  requires,  in  part,  all  or  some  of  the  corporate  shares  to  be 
taxed  as  property.  For  it  is,  of  course,  familiar  that  these  shares 
are  not  so  taxed  in  practice.  Whether  the  law  requires  it  or  not, 
the  intangibles,  other  than  bank  stock,  almost  universally  escape  the 
general  property  tax.  This  means  that  in  most  of  the  general  prop- 
erty tax  states  the  banks  are,  again  with  the  possible  exception  of 
the  centrally  assessed  public  utilities,  the  only  corporations  that  are 
taxed  on  the  basis  of  their  total  value,  including  the  intangible  value 
of  the  enterprise.  For  very  few  of  the  general  property  tax  states 
provide  for  taxation  of  this  intangible  value  of  general  corporations. 

But  the  discrimination  extends  farther.  It  is  well  established,  I 
believe,  that  intangibles,  where  they  are  reached  for  taxation  at  all, 
tend  to  be  assessed  at  percentage  of  their  value  nearer  100  per  cent 
than  is  the  assessment  ratio  for  tangible  property.  But  bank  stock 
is  always  assessed  because  of  the  method  of  assessment.  If  then 
the  bank-owned  real  estate  is  assessed  at,  say  60  per  cent  and  the 
bank  stock  is  assessed  at,  say  90  per  cent  of  full  value;  and  if  the 
assessed  value  of  the  real  estate  is  deducted  from  the  assessed  value 
of  the  shares,  in  arriving  at  the  value  taxable  to  the  banks,  the 
result  is  the  same  as  if  aggregate  taxable  value  were  assessed  at 
90  per  cent  to  the  banks.  Hence  the  banks  can  neither  participate 
in  the  prevailing  evasion  of  taxes  by  non-listing  of  intangibles,  nor 
participate  in  the  prevailing  undervaluation  on  tangible  property. 
The  surveys  of  bank  taxation  made  by  the  American  Bankers 
Association's  Committee  on  State  and  Local  Taxation  of  Banks 
demonstrate  that  in  fact  that  type  of  double  discrimination  exists 
partly  because  of  the  administrative  procedure  and  partly  because 
of  the  requirements  of  the  law. 

There  is  still  another  way  in  which  the  property  tax  on  the 
shares  as  general  property  discriminates  against  the  commercial 
banks.  It  is  a  strange  paradox  in  Section  5219  that  it  does  not 
require  tax-exempt  assets  of  the  bank  to  be  excluded  in  arriving  at 
the  value  of  the  shares  of  bank  stock  for  property  taxation  while 
in  arriving  at  the  taxable  income  for  income  taxation,  a  much 
lighter  tax  than  the  property  tax,  income  from  such  exempt  assets 
clearly  must  be  deducted  under  alternative  3,  and  probably,  at  least 
possibly,  must  be  deducted  under  alternative  4  of  Section  5219  as  it 
stands  now.  In  general  such  exempts  are  not  taxable  to  other  tax- 
payers, at  least  not  on  a  property  basis. 

So  it  has  come  about  that  Section  5219,  originally  intended  as  a 
safeguard  to  the  banks  against  excessive  taxation  by  the  states,  has 
become  a  device  by  which  they  are,  at  least  in  the  three  forms  men- 
tioned above,  denied  or  deprived  of  the  relief  from  property  taxes 
which  are  available  to  other  taxpayers. 

It  has  been  said  that  the  banks  could  not  possibly  be  overtaxed 
by  a  system  of  property  taxes  on  bank  shares  as  general  property. 
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The  assets  of  the  banks,  particularly  those  represented  by  deposits, 
correspond  to  the  merchandise  of  a  merchant,  or  the  stores  of  a 
manufacturer,  or  the  livestock  of  a  farmer.  They  are  the  working 
capital  of  the  bank,  even  if  they  are  balanced  by  claims  of  deposi- 
tors, with  which  the  banks  do  business,  and  on  which  they  make 
money.  But  this  argument  overlooks  all  of  the  three  factors  I  have 
mentioned  above,  which  result  in  discriminations  against  the  com- 
mercial banks.  This  argument  is  rooted  in  the  general  property-tax 
philosophy,  and  assumes  that  all  property  is  alike  or  assumes  that  it 
may  be  taxed  as  if  it  were  alike,  which  of  course  is  far  from  true. 
The  intangible  property,  taxed  fully  to  the  banks,  but  generally  not 
to  other  taxpayers  on  a  general-property  basis,  differs  from  tangible 
property  in  two  significant  respects.  In  the  first  place,  nearly  all 
of  the  intangibles  represent  tangible  property,  directly  or  indirectly, 
which  has  presumably  been  fully  taxed  without  deduction  for  debt. 
This  fact  should  argue  for  their  exemption  no  matter  by  whom  the 
intangibles  are  held.  In  the  second  place,  and  for  the  present  pur- 
pose most  important,  the  fact  that  intangibles  generally  escape,  and 
that  the  owners  do  not  expect  to  pay  the  tax,  while  the  owners  of 
tangible  property,  especially  real  property,  know  that  they  must  pay 
the  tax,  has  important  consequences.  Other  taxpayers  can  own  and 
hold  the  intangibles  tax-free,  while  banks  can  not.  But  the  yield 
must  be  the  same  to  the  banks  as  to  others. 

In  short,  the  value  of  intangibles  as  general  property  is  not  a 
proper  basis  for  their  taxation.  And  the  hardships  to  the  banks 
result  from  the  fact  that  this  inequitable  basis  of  taxation  can  be 
enforced  against  them,  has  been  so  enforced  against  them  in  the 
general  property  tax  states,  but  cannot  in  general  be  so  enforced 
against  other  taxpayers. 

I\'.  Taxatiox  of  Banks  on  an  Income  Basis 
But  if  the  present  property  tax  on  the  shares  as  general  property 
is  inequitable  as  applied  at  present,  the  basis  of  income  for  taxation 
runs  to  the  other  extreme.  If  it  should  develop  that  alternative 
four,  the  excise  tax  measured  by  net  income  without  deduction,  or 
at  least  without  more  than  a  proportional  deduction,  of  the  income 
from  tax-exempts,  in  arriving  at  the  taxable  income,  is  permissible, 
then  there  is,  as  is  generally  understood,  a  possibility  for  adequate 
taxation  of  the  banks,  compared  to  other  business  enterprises, 
especially  if  an  offset  of  personal-property  taxes  should  be  permitted, 
and  if  a  personal-income  tax  should  supplement  the  corporate  excise- 
income  tax.  Bnt  all  of  that  will  stand  or  fall  with  the  treatment 
of  the  income  from  the  tax-exempt  sources. 

v.   Spfx'ial  Taxes  on  Banks 
If  the  Macallen  decision  should  be  applied  in  all  its  rigor  to  the 
taxation  of  banks  on  an  income-tax  basis,  then  income  taxation  as 
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applied  to  banks  would  be  impracticable.  Since  the  tax  on  shares 
as  general  property  is  inequitable  we  cannot  expect,  nor  ought  we 
to  hope  that  it  will  be  retained.  There  is  then  left  only  some  special 
form  of  tax  on  the  banks.  The  proposed  amendment  to  Section 
5219  would  make  such  a  tax  possible,  as  is  in  use  in  Virginia,  Ken- 
tucky, and  Nebraska.  There  is  an  important  difference  between  a 
special  property  tax  on  the  shares  at  a  uniform  intermediate  rate 
and  a  general  property  tax  on  them.  The  former  can  be  placed  at 
such  a  rate  that  it  will  satisfy  the  banks.  Yet  that  method  has  all 
the  undesirable  features  of  a  compromise  measure.  Other  com- 
promise measures  are  possible  conceivably,  but  as  they  are  not  pro- 
posed, they  are  not  proper  measures  for  discussion  now. 

(After  the  conclusion  of  his  paper,  IMr.  Jensen  went  on  as 
follows:) 

Mr.  Jensen  (continuing)  :  Xow,  there  are  one  or  two  observa- 
tions I  would  like  to  make  before  I  leave  the  platforfn.  When  this 
difficulty  about  bank  taxation  first  began  growing  out  of  the  Rich- 
mond decision,  it  occurred  to  me  that  it  was  certainly  an  unpopular 
thing,  and  it  seemed  at  that  time  an  unreasonable  thing  for  the 
banks  to  contend  that  they  should  be  taxed  on  their  shares  at  the 
same  rate  as  the  rate  applied  to  other  intangibles;  and  the  longer 
that  procedure  went  on  the  more  obstinate  and  the  more  unreason- 
able did  the  behavior  of  the  banks  appear  to  me. 

I  have  lost  part  of  that  now.  I  am  open  to  conviction,  and  I 
think  I  can  learn  just  the  same  as  most  other  people  can,  not  as 
fast  perhaps,  but  still  I  think  I  can  learn. 

Now,  I  think  I  have  shown  already  that  the  general  property  tax 
on  the  shares  of  banks  is  not  practical,  that  it  is  inequitable,  for 
reasons  that  inhere  in  the  requirements  of  the  law,  and  for  reasons 
that  inhere  in  the  particular  method,  and  for  reasons  that  inhere  in 
the  peculiar  character  of  the  banking  business. 

Now,  the  banks  do  not  want  that,  of  course.  I  don't  think  we 
should  want  it  for  them.  What  should  they  want?  I  have  heard 
it  again  and  again  repeated  by  representatives  of  the  banks  that 
they  do  not  want  a  classification  so  narrow  that  it  includes  only 
national  banks  and  state  banks.  Such  proposals  have  been  made. 
It  is  my  notion  that  for  the  time  being  that  ought  not  to  be  allowed. 
Whether  that  can  be  suitably  done  later  on  is  perhaps  another  ques- 
tion. The  banks,  I  think,  were  afraid  of  that  sort  of  a  classification 
which  contained  only  the  national  banks  and  the  state  banks;  con- 
tained, in  short,  commercial  banks.  I  think  now  as  I  look  over 
what  I  have  been  thinking  before,  and  what  the  developments  are, 
they  would  be  justified  in  fearing  it  for  that  reason.  What  would 
be  the  standard  set  up  by  most  of  the  states  if  such  a  classification 
were  permitted?  I  think  it  would  be  the  general  property  tax  on 
the  shares.     T  think  that  that  tax  would  continue  not  necessarilv  in 
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all  the  states  but  in  many  of  the  states.  The  states  show  a  tre- 
mendous reluctance  towards  giving  up  that  tax,  which,  measured  by 
its  revenue,  has  been  very  successful  from  the  point  of  view  of  the 
public  treasury.  The  states  and  the  public  in  general  have  come 
to  look  upon  this  general  property  tax  on  the  shares  of  the  banks 
as  a  suitable  tax. 

Since  the  Ci^nl  War,  practically  speaking,  they  have  known  none 
other;  and  it  is  a  reasonable  thing  to  conclude  that  the  thing  that 
they  have  been  used  to  they  have  learned  to  think  of  as  proper; 
and  I  think,  therefore,  that  a  great  many  states  would  use  this  past 
method  and  yardstick,  and  would  continue  that  method.  Now,  it 
may  be  that  a  little  later,  in  case  we  adopt  this  Goodwin  Bill,  or  in 
case  we  go  the  full  length  and  the  bankers  still  stick  to  their  posi- 
tion that  they  don't  want  that  classification,  it  may  be  that  we  shall 
succeed  through  the  leverage  of  all  this  bank-tax  rumpus  in  getting 
the  states  to  abandon  that  tax  on  the  shares  of  banks  as  general 
property.  If  once  they  can  have  forgotten  that  that  tax  is  a  stand- 
ard to  which  they  should  look  in  fixing  taxes  on  banks,  it  may  well 
be  that  a  much  more  liberal  Section  5219  (U.  S.  R.  S.)  may  be 
adopted.  But,  I  have  a  great  deal  of  sympathy  for  the  banks  in 
refusing  at  the  present  time  at  least  to  accept  a  narrow  classifica- 
tion consisting  exclusively  and  solely  of  the  commercial  banks. 

It  seems  necessary  to  me  that  we  should  have  at  the  present  time 
a  new  deal,  and  by  a  new  deal  the  practical  elimination  in  all  the 
states  of  the  use  of  the  tax  on  the  shares  as  general  property.  As 
I  said  once  before,  when  the  unreasonable  tradition  of  the  fairness 
of  this  property  tax  on  the  shares  has  disappeared,  perhaps  then 
U.  S.  R.  S.  5219  can  again  be  liberalized.  I  think  it  is  fair  to  say 
that  we  must  adopt  a  new  yardstick,  in  view  of  the  actual  existing 
conditions  and  the  feeling  which  peoples  have  that  the  general 
l)roperty  tax  on  shares  is  an  unreasonable  one. 

Just  one  more  observation.  Somebody  else  could  make  it,  but  I 
think  it  is  proper  for  an  economist  to  make  it — I  accept  the  distinc- 
tion of  "  economist "  on  the  basis  of  having  been  given  this  subject. 

I  want  to  make  an  observation  on  the  basis  of  what  ]\Ir.  Blodgett 
has  said,  because  it  touches  on  what  I  have  been  saying  in  connec- 
tion with  the  general  property  tax  on  the  shares  of  the  banks.  It 
was  stated  that  this  tax  is  not  on  the  banks.  Legally  it  is  not,  but 
the  effect  is  the  same  as  if  the  tax  were  on  the  banks  and  if  the 
shareholders  were  tax-free,  because  I  suppose  in  most  of  the  states 
the  banks  are  required  to  advance  that  tax;  and  I  doubt  very  much 
whether  very  many  of  the  shareholders  of  banks  ever  think  of  a  tax 
or  ever  think  of  their  shares  as  being  other  than  tax-exempt.  So 
that,  in  this  sense,  the  economic  law  is  a  higher  law  than  the  statute 
law;  and  it  does  not  seem  to  me  that  the  observation  that  this  tax 
is  not  on  the  banks  at  ail  has  any  significance  in  this  connection. 

Thank  vou. 
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Chairman  Long:  I  am  sure  we  are  all  very  grateful  to  Mr. 
Jensen.  Now,  there  has  been  introduced  into  this  round-table  dis- 
cussion a  great  deal  with  respect  to  Kansas.  It  was  started  the 
other  night  when  the  Governor  of  Kansas  drew  it  into  his  speech, 
and  continued  this  morning  with  Mr.  Cooke,  who  acknowledges  that 
he  at  least  lived  under  a  banking  father,  in  Kansas,  and  then  fol- 
lowed by  Mr.  Jensen,  who  comes  from  Kansas.  Now  we  are  going 
to  have  the  pleasure  of  hearing  from  the  tax  attorney  of  the  Kansas 
State  Tax  Commission,  Mr.  Randall,  v/ho  has  been  very  actively 
engaged  and  interested  in  bank-tax  work,  not  only  in  the  state  of 
Kansas  but  also  in  the  changes  which  were  contemplated  in  the 
federal  statute.  It  gives  me  great  pleasure,  therefore,  to  call  upon 
Mr.  Charles  B.  Randall  to  speak  on  the  taxation  of  banks  in  the 
state  of  Kansas. 

THE  TAXATION  OF  NATIONAL  BANKS  IN  KANSAS 

C.   B.   RANDALL 
Attorney,  Kansas  Tax  Commission 

Prior  to  1924  Kansas  had  in  its  constitution  relating  to  taxation 
a  clause  which  provided  for  a  uniform  and  equal  rate  of  assessment 
and  taxation.  Its  statutes  relating  to  banking  institutions  provided 
for  taxation  of  shares  calculated  upon  capital,  surplus  and  undivided 
profits.  From  this  aggregate  such  institutions  were  allowed  to 
deduct  the  assessed  value  of  banking  premises  and  other  real  estate 
within  the  state  to  an  amount  not  in  excess  of  one-half  of  combined 
capital  and  surplus.  The  constitution  of  Kansas  on  the  subject  of 
taxation,  prior  to  its  amendment,  read  as  follows : 

"  The  legislature  shall  provide  for  a  uniform  and  equal  rate  of 
assessment  and  taxation ;"  (exempt  property  listed) 
At  the  general  election  in  1924  there  was  added  the  following : 

"  Except  that  mineral  products,  money,  mortgages,  notes  and 
other  evidences  of  debt  may  be  classified  and  taxed  uniformly 
as  to  class,  as  the  legislature  shall  provide." 

Pursuant  to  constitutional  authority  the  Kansas  legislature,  in 
1925,  passed  both  money  and  credits  and  mortgage-registry  laws. 
By  the  former,  moneys  and  defined  credits  were  made  taxable  at 
true  value  at  a  rate  of  25c.  on  each  $100.  Mortgages  offered  for 
registration  were  subject  to  the  ordinary  filing  fee  and  a  tax  or 
registration  fee  of  .25c.  on  each  $100  of  the  obligation  secured 
and  the  mortgage  and  note  thereby  secured  were  not  otherwise 
taxable. 

If  bank  shares  bore  a  heavier  tax  burden  prior  to  the  amendment 
of  the  Kansas  Constitution,  no  serious  complaint  was  made  con- 
cerning it.  But  immediatelv  following  the  enactment  of  laws  pro- 
20 
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viding  for  a  low  millage  rate  on  money  and  credits  and  registered 
mortgages,  national  banks  protested  the  collection  of  taxes  on 
shares.  Suits  were  filed  in  both  state  and  federal  courts.  It  was 
the  claim  of  these  banks,  like  similar  claims  advanced  by  national 
banks  in  earlier  cases  in  Virginia,  Wisconsin,  Minnesota  and  else- 
where, that  shares  of  stock  were,  under  the  tax  laws  of  the  state, 
taxed  at  a  higher  rate  than  competing  moneyed  capital,  and  this  in 
violation  of  Section  5219  of  the  Federal  Revised  Statutes.  Litiga- 
tion, begun  by  the  Central  National  Bank  of  Topeka,  was  the  first 
decided.  The  Federal  District  Court  for  the  state  of  Kansas  de- 
cided that  a  sufficient  showing  had  been  made  that  competing 
moneyed  capital  in  the  hands  of  individuals  and  financial  corpora- 
tions was  either  taxed  at  the  intangible  rate  or  an  initial  tax  paid 
thereon  and  such  securities  as  registered  mortgages  were  not  other- 
wise taxable.  The  court  found  that  shares  in  the  Central  National 
Bank  were  subject  to  an  ad-valorem  rate  of  tax  and  no  deductions 
w'ere  permitted  from  the  assessable  value  therof  save  and  except 
for  real  estate  owned  by  the  bank  within  the  state  of  Kansas.  The 
Central  National  Bank  case  was  unusual  from  the  standpoint  of 
testimony  offered.  It  consisted  of  the  testimony  of  tw'o  lawyers. 
Counsel  for  another  national  bank  in  Topeka  testified  on  behalf  of 
the  Central  National  Bank.  He  stated  that  an  executor  of  an  estate 
in  the  city  of  Topeka  had  funds  of  approximately  one  million  dol- 
lars which  were  loaned;  that  various  mortgage  and  loan  companies 
in  Topeka  and  elsewhere  in  the  state  loaned  money  in  direct  com- 
petition with  the  Central  National  Bank  land  this  moneyed  capital 
was  taxed  at  the  intangible  rate  and  loans  secured  by  registered 
mortgages  were  only  taxed  at  25c.  on  each  $100  of  the  obligation 
secured  on  registration  and  were  not  otherwise  taxable ;  that  the 
provisions  of  the  moneys  and  credits  law  specifically  excluded  shares 
of  stock  in  national  banks  from  a  rate  of  taxation  similar  to  that 
paid  by  individuals  and  other  corporations  on  intangibles.  This,  in 
brief,  was  plaintiff's  case.  A  former  attorney  for  the  state  tax 
commission  testified  on  behalf  of  the  defendants.  He  stated  that 
individual  investments  in  the  state  were  not  a  material  part  of  the 
moneyed  capital  employed  in  competition  with  national  banks.  This 
witness  further  testified  that  securities  purchased  by  individuals 
were  also  purchased  by  both  state  and  national  banks  in  Kansas. 
This,  in  substance,  constituted  the  testimony  offered  on  behalf  of 
the  defendants.  Thus,  it  will  be  seen  that  this  case  was  tried  on 
exceedingly  limited  facts.  The  court,  nevertheless,  found  that  a 
substantial  amount  of  moneyed  capital  in  the  hands  of  individuals 
and  corporations  other  than  banks  w^as  taxed  at  a  low  millage  rate 
and  shares  of  the  national  bank  were,  by  the  laws  of  Kansas,  sub- 
ject to  the  general  property  tax.  This  was  found  to  be  in  violation 
of  Sectoin  5219  of  the  Federal  Revised  Statutes.     The  decision,  of 
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course,  was  in  favor  of  the  bank.  Appeal  to  the  Federal  Circuit 
Court  resulted  in  affirmance  of  the  lower  court's  decision.  Subse- 
quently a  writ  of  certiorari  was  denied  by  the  United  States  Supreme 
Court.  The  state  taxing  officials  did  not  fully  awake  to  the  full 
significance  of  this  case  until  the  decision  became  final.  Consulta- 
tions w^ere  held  with  the  Attorney  General  to  determine  whether 
another  case  should  be  fully  tried  out  on  its  merits;  that  is,  to  fully 
determine  whether  there  w^as  a  substantial  amount  of  capital  com- 
petitive with  national  banks  and  taxed  at  a  lesser  rate.  After  fully 
considering  this  question  it  was  concluded  that  no  case  could  be 
successfully  defended  on  this  question.  Instructions  were  therefore 
issued  by  the  state  tax  commission  to  county  treasurers  of  the 
state  directing  that  refunds  be  made  to  all  national  banks  which  had 
protested  the  taxation  of  shares.  These  refunds  w-ere  miade  on  the 
difference  between  the  intangible  and  general  property  rates. 

The  rate  of  taxation  of  national  bank  shares  was  thus  settled, 
but  during  this  interim  of  time  state  banks  were  not  idle.  One  by 
one  they  adopted  the  practice  pursued  by  national  banks  and  pro- 
tested taxes  on  shares.  However,  it  was  not  until  the  fore  part  of 
1929  that  one  Mr.  Voran,  a  shareholder  in  a  Topeka  state  bank, 
and  on  behalf  of  all  other  shareholders  in  the  same  bank,  filed  a 
mandamus  suit  in  the  Supreme  Court  to  require  the  county  treas- 
urer to  accept  taxes  on  his  shares  calculated  at  the  intangible  rate. 
It  was  Voran's  claim  that  the  moneys  and  credits  law  created  an 
unreasonable  discrimination,  in  that  national  banks  and  their  share- 
holders were  relieved  of  assessment  under  the  tangible  property 
rate,  and  also  that  this  law  relieved  other  moneyed  corporations  and 
individuals  engaged  in  like  business  from  the  burden  of  assessment 
and  levy  under  such  rate,  and  furthermore,  that  the  money  and 
credits  law  was  unconstitutional,  in  that  said  law  applied  to  the 
owners  of  intangible  property  rather  than  to  the  property  itself, 
irrespective  of  owners.  The  Supreme  Court  allowed  the  writ 
prayed  for  by  the  plaintiff.     Doing  so,  it  held : 

"  The  allowance  for  taxation  of  a  deduction  from  the  capital 
stock  of  an  incorporated  mortgage  company  of  real  estate 
mortgages  that  have  been  registered,  as  provided  for  by  chap- 
ter 273,  Laws  of  1925,  (mortgage  registry  law)  is  a  discrimi- 
nation against  the  stockholders  of  national  and  state  banks 
which  are  taxed  under  the  provisions  of  chapter  276,  Laws  of 
1925  (bank  share  tax  law)  and  are  not  allowed  such  a  deduc- 
tion."   Syl.  par.  4,  Voran  v.  Wright,  129  Kans.  1 ;  281  Pac.  938. 

Also: 

"  Chapter  326  of  the  Laws  of  1927,  known  as  the  intangible 
tax  law,  violates  the  provisions  .  .  .  of  the  State  Constitution, 
in  that  the  rate  of  taxation  it  prescribed  is  not  uniform  and 
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equal,  and  that  it  docs  not  classify  and  tax  money  and  credits 
uniiormly  as  to  class."  Syl.  par.  6,  id. 
The  peculiar  feature  of  this  decision  was  that  the  court  declared 
the  intangible  law  unconstitutional,  but  yet  directed  the  county 
treasurer  to  accept  taxes  from  Voran  on  his  shares  calculated  at  the 
intangible  rate.  Motions  for  re-hearing  for  the  purpose  of  clarify- 
ing the  court's  decision  were  immediately  filed  and  granted.  In  the 
second  decision  of  the  court  it  held: 

'■  Where  parts  of  a  statute  or  section  thereof  can  be  readily 
separated,  that  part  which  is  constitutional  may  stand,  while 
that  which  is  unconstitutional  will  be  rejected. 

"  The  provisos  contained  in  section  1  of  chapter  326  of  the 
Laws  of  1927  (intangible  law)  are  capable  of  being  separated 
from  the  remainder  of  section  1  and  the  other  sections  of  the 
act  without  destroying  or  defeating  the  general  purpose  and 
intent  of  the  act. 

"  The  provisos  contained  in  section  1  of  chapter  326  of  the 
Laws  of  1927  are  invalid  and  unconstitutional,  being  in  viola- 
tion ...  of  the  constitution  of  the  state  of  Kansas. 

■'  Chapter  326  of  the  Laws  of  1927,  known  as  the  intangible 
taxation  law,  is  constitutional  and  valid  after  having  the  two 
provisos  contained  in  section  1  of  the  act  eliminated  there- 
from." Par.  5  to  9  inc.,  Syl.  Voran  v.  JVriglit,  129  Kans.  601; 
284  Pac.  807. 
Justice  Harvey  dissented  from  both  of  the  opinions  in  the  Voran 
case.     In  a  lengthy  opinion  he  coiicluded : 

■'  Our  constitution  (sec.  1,  art.  11)  makes  it  the  duty  of  our 
legislature  to  provide  '  a  uniform  and  equal  rate  of  assessment 
and  taxation,'  but  authorizes  the  legislature  to  classify  and  tax 
'uniformly  as  to  class'  four  kinds  of  property;  namely:  (1) 
mineral  products,  (2)  money,  (3)  mortgages,  (4)  notes  and 
other  evidences  of  debt.  A  share  of  stock  in  a  state  or  national 
bank,  or  in  any  other  corporation,  is  not  any  one  of  these.  It 
is  a  certificate  evidencing  the  ownership  of  a  unit  of  a  cor- 
porate entity.  (14  C.  J.  388  et  seq.;  Bank  v.  Geary  County, 
102  Kan.  334,  170  Pac.  2,Z;  Dutton  v.  National  Bank,  53  Kan. 
440,  36  Pac.  719.)  It  is  therefore  not  property  of  a  kind  which 
our  constitution  authorizes  the  legislature  to  classify  for  the 
purpose  of  taxation,  and  our  legislature  has  not  so  attempted 
to  classify  and  tax  it.  It  necessarily  follows  that  when  its  value 
is  ascertained  it  takes  the  general-property  rate.  The  value  of 
the  shares  of  stock  in  banks,  both  state  and  national,  is  deter- 
mined in  accordance  with  chapter  276  of  the  Laws  of  1925 
(which  is  the  latest  amendment  of  section  22,  chapter  34.  Laws 
1876),  which  provides  for  their  assessment.     Hence,  consider- 
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ing  nothing  but  our  constitution  and  this  statute  (Laws  1925, 
ch.  276),  the  general-property  tax  rate  applies  to  shares  of 
stock  of  banks  without  discrimination  between  those  of  state 
banks  and  those  of  national  banks.'' 

"In  what  situation  does  this  leave  us?  Simply  this:  Under 
our  present  constitution  and  statutes,  and  giving  force  to  the 
federal  statute  (Rev.  Stat.  5219),  as  we  must  do,  we  cannot 
have  a  valid  tax  ("that  is,  one  not  unlawfully  discriminatory) 
on  any  property  in  the  state  at  a  rate  greater  than  that  which 
can  be  lawfully  made  on  the  shares  of  stock  of  national  banks. 
This,  as  we  have  heretofore  seen,  is  measured  by  the  rate  pro- 
vided by  our  statutes  for  the  taxation  of  moneyed  capital  in  the 
hands  of  individual  citizens  of  the  state  which  comes  into 
competition  with  the  business  of  national  banks,  none  of  which 
is  taxed  at  more  than  the  intangible  tax  rate  of  50  cents  per 
$100  valuation.  We  all  know,  of  course,  that  if  no  property 
in  the  state  can  be  lawfully  taxed  at  more  than  50  cents  per 
$100  valuation,  the  functions,  not  only  of  the  state  but  of  every 
subdivision  of  it,  supported  in  the  main  by  our  general-property 
tax,  will  be  seriously  impaired."  Voran  v.  Wright,  129  Kans. 
601-621-623;  284  Pac.  807. 

The  second  decision  of  the  Supreme  Court  in  the  Voran  case  was 
announced  on  February  8th,  1930.  Governor  Reed  of  Kansas  had, 
during  the  legislative  session  of  1929,  recommended  to  the  legisla- 
ture the  repeal  of  all  intangible  laws  as  a  solution  of  the  national 
bank  problem.  The  legislature  did  not  take  kindly  to  this  sugges- 
tion, but,  following  the  decision  in  the  Voran  case  extending  the 
provisions  of  the  intangible  law  to  the  taxation  of  state  bank  shares 
and  the  strong  inference  contained  in  Justice  Harvey's  dissenting 
opinion  that  tangible  property,  likewise,  might  be  taxed  at  the  in- 
tangible rate,  Governor  Reed  concluded  the  time  was  appropriate  to 
seriously  consider  the  repeal  of  all  of  the  state's  intangible  laws. 
The  Governor,  therefore,  gave  the  matter  most  thorough  considera- 
tion. Eminent  lawyers  of  the  state,  the  Attorney  General  and  mem- 
bers of  the  legislature  were  consulted.  Without  material  exceptions 
they  agreed  the  conclusions  to  be  drawn  from  the  decision  of  the 
Supreme  Court  was  that  although  shares  in  state  banks  were  not 
within  the  provisions  of  the  money  and  credits  law,  yet  the  same 
were  subject  to  an  intangible  tax  and  the  decision  of  the  court,  read 
in  the  light  of  Justice  Harvey's  dissenting  opinion,  through  deduc- 
tive reasoning,  resulted  in  the  further  conclusion  that  tangible  prop- 
erty might,  likewise,  be  taxed  at  the  same  rate.  Governor  Reed, 
fortified  by  an  opinion  from  the  Attorney  General  that  these  con- 
clusions were  sound,  called  the  legislature  in  extraordinary  session 
for  the  purpose  of  repealing  the  intangible  laws  and  in  this  way 
hoped  to  solve  the  bank-tax  problem. 
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The  special  session  of  the  legislature  had  no  more  than  convened 
for  the  i:)urpose  of  doing  the  Governor's  bidding  than  one  I.  C. 
Stevenson  forestalled  immediate  legislative  action  by  filing  a  peti- 
tion in  mandamus  before  the  Supreme  Court  alleging  he  was  the 
owner  of  real  estate  in  the  city  of  Lawrence;  that  he  had  tendered 
to  the  county  treasurer,  as  full  payment  of  his  taxes,  a  sum  of 
money  sufficient  to  discharge  them  computed  at  the  intangible  rate 
and  the  tender  was  refused.  His  prayer  was  for  a  peremptory 
writ  issue  requiring  the  county  treasurer  to  accept  the  tender  and  to 
receipt  in  full  for  his  taxes.  The  importance  of  this  suit  was  evi- 
dent. The  Supreme  Court  announced  it  would  immediately  hear 
the  case.  Legislative  action  was  immediately  postponed.  The  case 
was  presented  to  the  Supreme  Court  and  within  an  hour  following 
arguments  of  counsel  the  court  made  an  oral  announcement  the  writ 
would  be  denied,  and  written  opinion  would  be  rendered  at  a  later 
date.  The  Supreme  Court's  decision  was  answer  enough  that  the 
intangible  law  did  not  extend  beyond  the  taxation  of  intangibles. 
Strange  as  it  may  seem,  after  the  court's  announcement  the  legisla- 
ture, nevertheless,  repealed  the  moneys  and  credits  law  and  also  a 
law  providing  a  low  millage  tax  on  secured  debts  (foreign  and 
domestic,  municipal  and  state  debentures),  but  after  a  most  heated 
debate  refused  to  repeal  the  mortgage-registry  law.  It  was  natur- 
ally apparent  that  if  the  taxation  of  shares  in  national  banks  was  to 
be  at  the  general-property  rate,  all  of  the  state's  intangible  laws  had 
to  be  repealed.  The  failure  of  the  legislature  to  repeal  the  mortgage- 
registry  law  thus  left  the  situation  no  better  than  it  was  before. 

Following  the  adjournment  of  the  legislature,  the  Supreme  Court, 
on  March  19th,  1930,  announced  its  decision  in  the  Stevenson  case. 
Its  reasoning,  though  logical,  was  unusual.  It  was  accepted  by  all 
that  in  the  taxation  of  shares  of  stock  in  banking  institutions  the 
nature  of  corporate  assets  was  of  no  particular  concern;  that  if 
banking  institutions  were  holders  of  large  amounts  of  governmental 
securities  or  municipal  and  state  securities  in  themselves  exempt 
from  taxation,  that  did  not  deprive  the  state  in  taxing  shares  on 
valuation,  though  such  value  was,  in  a  large  measure,  predicated 
on  such  securities,  and  furthermore,  that  these  exempt  securities 
could  not  be  deducted  from  the  valuation  of  shares.  The  Supreme 
Court's  decision  well-nigh  exploded  this  theory.  In  distinguishing 
between  the  taxation  of  shares  in  banking  institutions  and  real 
estate  the  court  stated : 

"  There  is  an  old  philo-sophical  premise  about  the  essence  of 
things.  The  essence  of  a  thing  is  its  true  nature,  which  classi- 
fies it.  Speculative  reasoning  from  the  premise  led  to  some 
absurdities,  but  the  premise  may  be  accepted  as  sound.  The 
name  of  a  thing  does  not  change  its  nature.  If  the  taxable 
animal  has  long  ears,  and  brays  instead  of  neighs,  its  essence 
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will  not  be  changed  by  putting  on  it  the  label  '  a  horse.'  In 
one  case  the  court  was  asked  to  perform  a  feat  of  verbal  acro- 
batics and  call  an  oil  refinery  a  branch  penitentiary.  (The 
State  V.  Kelly,  71  Kan.  811,  81  Pac.  450.)  In  taxation  we 
penetrate  to  essence;  and  if,  in  final  analysis,  that  which  is 
assessed  and  taxed  consists  intrinsically  of  intangibles,  the 
burden  of  taxation  may  not  be  made  greater  by  sticking  in  the 
bark  of  terminology." 

And : 

"  The  statute  provides  for  deduction  from  gross  valuation 
of  capital  stock,  surplus  and  undivided  profits  of  real  estate  up 
to  a  certain  amount,  and  the  real  estate  is  taxed  to  the  bank 
under  the  general  law.  The  assessed  value,  not  the  actual 
value,  of  the  real  estate  is  deducted.  The  net  valuation  thus 
ascertained  is  apportioned  arnong  stockholders.  Getting  our 
feet  on  the  ground  again,  the  law  is  a  property-tax  law.  No 
jugglery  with  method  of  listing  and  valuation  can  change  that 
fact.  The  result  is,  net  valuation  set  off  to  stockholders  finally 
rests  on  intangibles,  and  rests  on  intangibles  to  such  an  engross- 
ing extent  that,  for  purpose  of  practical  administration  of  the 
law,  they  cMracterize  the  valuation. 

''After  rate  has  been  applied  to  assessed  valuation,  the  bank 
pays  the  tax.  The  bank  absorbs  the  tax,  deducts  the  amount  in 
making  its  federal  income-tax  return,  and  it  may  be  difficult 
for  the  uninitiated  to  see  how,  under  the  statute,  shareholders 
can  be  taxpayers.  They  do,  however,  pay  the  tax  on  shares  of 
stock  in  a  sense  which  fully  satisfies  the  state  and  federal  law. 
It  is  not  necessary  to  demonstrate  the  fact  here.  The  important 
question  is,  What  is  the  essence  of  the  burden  which  they 
bear?" 

{Stevenson  v.  Metsker,  130  Kans.  1.  c.  260-261.) 

The  legislature,  without  benefit  of  the  court's  written  opinion  in 
the  Stevenson  case,  amended  the  law  relating  to  the  taxation  of 
shares  in  banking  institutions  and  trust  companies  by  embracing 
within  its  terms  the  taxation  of  shares  of  all  forms  of  financial  in- 
stitutions, as  well  as  individuals  and  partnerships  engaging  in  loan 
and  investment  businesses.  The  purpose  of  such  legislation  was  to 
provide  a  tax  on  shares  interests  as  distinguished  from  a  tax  on 
corporate  assets  and  separate  property  owned  by  individuals  and 
partnerships.  The  legislature  undoubtedly  thought  such  an  amend- 
ment would  put  a  stop  to  litigation,  although  it  was  aware  that 
national  banks  could  take  advantage,  through  Section  5219  of  the 
Federal  Revised  Statutes  in  the  taxation  of  national  bank  shares  at 
a  rate  commensurate  with  the  mortgage-registration  fee.  This  the 
legislature  confidentiallv  thought  national  banks  would  not  do.  but 
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notwithstanding  these  anticipations,  litigation  began  in  greater 
volume  than  before.  Suits  were  filed  on  behalf  of  shareholders  in 
a  state  bank ;  shareholders  in  a  mortgage  company ;  shareholders  in 
a  trust  company;  an  individual,  as  owner  of  withdrawal  shares  of 
a  building  and  loan  association,  filed  suit  and  finally  an  executor 
holding  rural  credit  building  and  loan  shares  claimed  the  same  to 
be  exempt  from  taxation.  The  principal  claim  presented  in  the  suits 
filed  by  shareholders  of  the  bank,  trust  and  mortgage  companies 
was  that  corporate  assets  of  the  institutions  named  had  to  be  taken 
into  consideration  in  determining  the  assessable  value  of  shares; 
that  is,  such  assets,  consisting  of  government  and  state  securities 
and  registered  mortgages  which  were  either  exempt  or  otherwise 
taxed,  were  deductible  from  the  valuation  of  shares,  since,  in  ac- 
cordance with  the  opinion  of  the  Supreme  Court  in  the  Stevenson 
case,  it  was  stated  that  in  determining  the  valuation  of  shares  the 
essence  of  corporate  assets  had  to  be  determined.  On  behalf  of  the 
owner  of  withdrawal  shares  in  the  building  and  loan  case  it  was 
claimed  that  the  association's  assets  consisted  principally  of  regis- 
tered mortgages  on  which  registration  fees  had  been  paid.  Since 
the  essence  of  withdrawal  shares  consisted  of  such  property  which 
was  not  otherwise  taxable,  withdrawal  shares,  w^hich  represented 
merely  the  form,  could  not  be  otherwise  taxed.  A  similar  claim 
was  asserted  on  behalf  of  rural  credit  shares,  and  in  addition  thereto 
that  such  shares  were  specifically  made  exempt  from  taxation  by  a 
state  law  passed  in  1915.  These  cases  will  be  argued  and  submitted 
to  the  Supreme  Court  on  November  5th,  1930.  These  and  other 
cases  are  here  referred  to  mainly  for  the  purpose  of  disclosing  the 
assertions,  claims  and  litigation  which  have  resulted  through  the 
enactment  of  intangible  laws  in  Kansas  and  as  legally  challenged 
by  national  banks  through  protective  provisions  of  Section  5219  of 
the  Revised  Statutes  and  otherwise.  Probably  no  other  state  had 
had  such  an  unusual  experience  as  Kansas  in  the  enactment  of  in- 
tangible laws. 

Minnesota,  though  it  enacted  laws  jiroviding  a  low  millage  tax 
on  intangibles  as  early  as  1906  and  1911,  experienced  no  litigation 
until  about  1926  when  the  First  National  Bank  of  St.  Paul  ques- 
tioned the  right  of  the  state  to  impose  a  tax  on  its  shares  in  excess 
of  the  intangible  rate.  {State  of  Minnesota  v.  First  National  Bank 
of  St.  Paul,  273  U.  S.  561.)  Likewise,  Wisconsin  had  no  serious 
difficulty  until  litigation  resulted  in  a  case  entitled  First  A'ational 
Bank  v.  (^;7v  of  Hartford,  273  U.  S.  548.  Although  the  First 
National  ]>ank  of  St.  Paul  was  successful  in  its  litigation,  all  state 
banks,  and  all  but  seven  national  banks,  entered  into  a  gentlemen's 
agreement  with  the  taxing  officials  of  Minnesota  to  pay  the  general- 
property  rate  on  shares,  affording  the  state  an  opportunity  to  work 
out  a  solution  of  its  tax  problem.     .\ttemi)ts  in   Kansas  to  adjust 
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differences  on  a  gentlemen's  agreement  with  the  banks  failed  be- 
cause at  least  half  of  the  bankers  refused  to  enter  into  such  an 
agreement.  National  bankers,  however,  did  express  a  willingness 
to  pay  a  tax  equivalent  to  twenty  mills  on  the  valuation  of  shares, 
but  state  officials  found  no  statutory  provision  that  could  justify  an 
agreement  on  such  a  basis. 

The  bank-tax  controversy  probably  has  aroused  a  greater  interest 
in  tax  matters  in  Kansas  than  any  other  single  matter.  Owners  of 
real  property,  if  they  were  not  fully  aware  that  their  property  was 
unjustly  bearing  a  greater  portion  of  the  tax  burden  than  most 
property,  have  now  become  thoroughly  aroused  and  know  that  such 
is  the  situation.  To  more  equitably  distribute  this  burden  the  legis- 
lature of  1929  directed  its  attention  to  and  prepared  a  proposed 
amendment  to  the  state  constitution  providing  for  income  tax  legis- 
lation.    The  proposed  change  provides : 

"  The  state  shall  have  power  to  levy  and  collect  taxes  on  in- 
comes from  whatever  source  derived,  which  taxes  may  be 
graduated  and  progressive." 
This  amendment  is  to  be  submitted  to  the  electors  at  the  general 
election  on  November  4th  of  this  year.  It  is  hoped  that  it  will  be 
approved,  for  it  is  expected  that  income  tax  legislation  will  be  pro- 
vided for  all  corporations,  as  well  as  individuals.  It  is  claimed,  at 
least  by  national  bankers,  that  a  tax  calculated  on  income  distributes 
the  tax  burden  on  the  fairest  and  most  equitable  basis.  We,  in 
Kansas,  though  hardly  immigrants  from  Missouri,  are  willing  to  be 
shown.  We  are  confident,  however,  that  if  an  income-tax  law  can 
be  passed  pursuant  to  the  proposed  constitutional  amendment,  no 
such  experiences  will  follow  as  that  occasioned  through  the  enact- 
ment of  our  intangible  laws.  We  look  forward  with  considerable 
hope  that  through  an  income-tax  law  a  final  solution  of  the  tax 
problem  in  Kansas  will  be  found. 

P.  S.  The  proposed  amendment  to  the  state  constitution  of 
Kansas,  permitting  the  state  to  pass  an  income-tax  law,  was  de- 
feated at  the  general  election  on  November  4th,  1930,  by  a  small 
majority  of  35,000  votes.  The  defeat  of  the  amendment  was  occa- 
sioned by  the  lack  of  time  afforded  to  exponents  of  the  amendment 
to  properly  educate  the  people  in  the  necessity  of  such  amendment. 
An  independent  candidate  for  governor,  totally  ignorant  in  tax 
problems,  was  one  of  the  strongest  opponents  of  the  amendment. 
The  amendment,  unquestionably,  will  be  resubmitted  at  the  next 
general  election,  and  even  those  who  fought  it  most  bitterly  antici- 
pate the  amendment  will  be  adopted  at  its  next  submission. 

Ch.-mrman  Long:  Mr.  Randall,  we  want  to  thank  you  very  much 
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for  this  contribution  and  hope  some  time  you  will  have  your  well- 
merited  vacation. 

The  subject  is  now  open  to  discussion,  and  if  there  are  any  ques- 
tions that  anyone  wishes  to  ask,  or  any  observations  that  anyone 
desires  to  make,  the  Chair  will  be  very  glad  to  recognize  that  person. 

Philip  Nichols  (Massachusetts)  :  Mr.  Chairman,  I  have  just  a 
few  words  to  say.  In  regard  to  Mr.  Blodgett's  criticism  of  the 
present  Goodwin  Bill,  1  had  supposed  that  the  criticism  would  cover 
the  new  portions  of  the  bill  rather  than  those  which  are  merely 
keeping  in  existence  the  present  provisions.  The  bill,  as  you  know, 
keeps  in  existence  all  the  present  methods,  and  then  allows  the  states 
certain  other  alternative  methods  so  they  can  tax  banks  if  they 
prefer  those  to  the  existing  methods. 

He  suggested,  in  the  first  place,  that  the  reference  to  income  was 
uncertain,  that  income  might  mean  a  great  many  different  things. 
As  a  matter  of  fact,  in  the  last  section  of  the  statute  of  the  bill  as 
drawn,  the  word  is  defined,  for  the  purpose  of  the  measure  of  the 
tax,  as  the  net  profits  in  a  particular  item  of  the  federal  income-tax 
return,  so  that  that  provision  is  definite.  There  is  nothing  indefi- 
nite about  that. 

Secondly,  he  referred  to  the  confusion  that  would  come,  the 
complete  loss  of  the  measuring-rod  in  case  in  a  bad  year  the  busi- 
ness corporations  suffer  greater  losses  in  the  aggregate  than  they 
enjoy  gains;  but  if  you  will  examine  the  bill  you  will  see  that  the 
measuring-stick  of  business  corporations  is  confined  only  to  those 
which  made  gains.  Consequently,  that  situation  cannot  arise.  I  was 
astonished  at  his  contention  that  the  measure  was  not  broad  enough 
because  it  did  not  include  insurance  companies.  Since  it  included 
the  financial  corporations,  business  corporations,  mercantile  and 
manufacturing  corporations,  the  great  mass  of  the  corporations 
doing  business  in  the  state,  it  would  seem  that  the  comparison  was 
broad  enough,  and  that  there  is  nothing  to  be  gained  by  dragging 
in  public  utility  and  insurance  corporations  which  are  taxed  by 
entirely  different  methods. 

Now,  he  made  a  criticism  in  regard  to  the  fact  that  the  real 
estate  taxes  were  included  in  the  comparative.  Thar  was  a  conces- 
sion made  by  the  representatives  of  the  bankers  to  an  insistent 
demand  by  the  representatives  of  the  state  tax  commission.  They 
said  that  the  real  estate  should  go  into  the  comparative,  although 
real  estate  taxes  would  be  paid  separately  by  banks,  as  they  are  now. 

I  made  some  study  of  the  situation  in  my  own  state  and  found 
that  it  made  very  little  difference  because  banks  owned  banking 
houses  and  paid  substantial  real  estate  taxes,  and  business  corpora- 
tions of  course  paid  substantial  real  estate  taxes,  and  they  go  in 
both  ends  of  the  comparative.     It  would  perhaps  increase  the  taxes 
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on  the  banks  somewhat,  but  inasmuch  as  Senator  Sullivan  and  his 
associates  insisted  upon  that  inclusion,  the  banks  made  that  con- 
cession, as  they  had  made  various  other  concessions;  and  it  was  a 
little  bit  startling  to  have  one  of  the  tax  commissioners  throw  it  in 
our  face  that  that  concession  has  been  made. 

The  remarks  of  Professor  Jensen,  I  think,  show  very  definitely 
what  was  admitted,  that  the  general-property  tax  as  applied  to  bank 
shares  was  excessive,  that  the  tax  on  shares  measured  by  the  low- 
rate  intangible  tax  was  inadequate,  and  it  was  the  purpose  to  find 
some  form  of  taxing  shares  in  states  which  do  not  want  an  income 
tax,  which  would  be  comparable  with  that  imposed  on  other  busi- 
ness, which  would  not  be  discrimination  against  the  banks,  but 
which  would  be  substantially  more  than  the  tax  on  intangibles  when 
they  are  taxed  at  a  low  rate. 

It  has  been  a  very  hard  job.  It  has  taken  a  considerable  amount 
of  time  and  thought  on  the  part  of  both  groups  engaged  in  it,  but 
I  think  it  was  the  belief  of  those  who  did  it  that  there  had  been 
found  a  w-ay  of  taxing  shares  that  did  form  the  half-way  point 
between  the  discriminatory  tax  and  the  unreasonably-low  tax.  And, 
after  hearing  all  that  has  been  said  in  the  way  of  criticism,  I  still 
feel  that  in  seeking  that  goal  we  came  about  as  near  as  was  prac- 
tical at  the  present  time. 

Martin  Saxe  (New  York)  :  Mr.  Chairman.  Ladies  and  Gentle- 
men of  the  conference:  I  think  when  one  makes  a  statement  before 
this  body  of  experts  it  might  be  well  to  qualify  himself,  and  I  beg 
your  indulgence  for  a  moment  because  of  what  I  shall  have  to  say 
briefly  to  explain  my  exponential  capacity,  because  I  have  been  act- 
ing as  counsellor  on  taxation  for  the  banks  in  New  York. 

The  fact  is,  I  started  my  experience  in  taxation  as  the  assistant 
corporation  counsel,  in  charge  of  the  bureau  for  the  collection  of 
arrears  of  personal  taxes  in  New  York  City,  back  in  about  1902. 
I  handled  some  fifteen  thousand  delinquent-tax  cases.  When  the 
collector  could  not  collect  them  they  were  turned  over  to  the  cor- 
poration counsel's  office.  From  there  I  spent  four  years  on  the 
committee  on  taxation  in  the  state  senate.  In  1915  I  was  chairman 
of  the  committee  on  taxation  in  the  constitutional  convention  of  the 
state,  and  president  of  the  state  tax  commission,  which  office  I 
resigned  in  1917  to  act  as  special  counsel  to  the  attorney  general 
in  the  trial  of  the  special  franchise  tax  suits  pending  in  the  city  of 
New  York,  in  which  w^e  recovered  some  eight  millions  of  dollars 
of  dubious  taxes.  But,  the  best  education  I  have  had  has  been  in 
the  conferences  of  the  National  Tax  Association.  Now,  I  speak  of 
that  experience  because  of  my  relation  to  the  problem  of  bank  taxa- 
tion as  counsel  for  the  banks  of  New  York,  because  I  have  seen 
the  other  side  of  the  question.    I  have  been  a  tax  administrator. 
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Now,  Professor  Jensen  points  out  that  it  will  be  some  time  be- 
fore we  arrive  at  an  ultimate  solution  of  bank  taxation,  and  I  agree 
with  him.  The  first  step  toward  the  ultimate  solution  of  bank  taxa- 
tion is  for  the  tax  commissioners  of  the  country  to  learn  not  to 
think  in  terms  of  revenue.  There  is  the  great  trouble.  ICvery  time 
a  tax  commissioner  thinks  of  the  bank-tax  problem,  he  thiiiks  of  it 
in  the  first  instance  in  terms  of  revenue.  Now,  you  have  to  put 
•  that  aside  in  order  to  properly  approach  a  solution  of  the  problem. 

As  I  said  yesterday,  at  the  conclusion  of  Dean  Waterman's  paper, 
we  have  noted  that  the  courts  have  for  years  considered  the  prac- 
tical operation  and  effect  of  tax  laws.  Now  they  are  beginning  to 
consider  the  economic  aspects,  and  that  is  one  of  the  great  strides 
in  advance.  So,  you  have  to  think  in  terms  of  practical  operation 
and  effect  and  the  economic  aspect  of  these  tax  laws  before  you 
w'ill  reach  a  proper  solution,  an  ultimate  proper  solution,  of  the 
bank-tax  problem.  And,  just  as  soon  as  you  can  get  in  that  frame 
of  mind — and  I  appreciate  from  my  experience  that  you  do  get  a 
habit  of  mind  as  a  tax  administrator  which  almost  forecloses  that 
possibility — then  I  think  we  will  find  the  way  open  for  the  ultimate 
solution  of  the  bank-tax  problem. 

In  the  meantime  I  appeal  strenuously  to  those  tax  commissioners 
who  do  not  believe  in  the  pending  measure  in  Congress,  that  is,  the 
Goodwin  Bill,  to  lend  a  hand  to  their  brothers  in  the  other  states 
who  are  advocating  that  legislation,  as  at  least  a  temporary  make- 
shift, to  solve  their  problems  for  the  time  being,  so  that  we  may 
have  constitutional  bank  taxes  in  those  states  where  we  now  have 
serious  legal  questions. 

Philip  Zoercher  (Indiana)  :  What  objection  would  there  be  to 
simplifying  Section  5219  (U.  S.  R.  S.)  and  providing  that  states  do 
not  tax  national  banks  on  any  other  basis  than  that  used  in  taxing 
their  state  banks  and  trust  companies? 

Mr.  Saxe:  You  heard  what  Professor  Jensen  told  you.  I  will 
tell  you  frankly,  there  is  absolutely  no  protection  to  the  banking 
business  as  such  under  such  a  proposal.  Under  the  Fourteenth 
Amendment,  which  I  have  heard  mentioned  as  the  protection  of  the 
banks,  should  you  have  such  a  classification  in  the  federal  statute, 
there  is  absolutely  no  protection  because  the  Fourteenth  Amendment 
only  provides  for  discrimination  within  the  class,  but  it  does  not 
protect  against  a  particular  classification,  a  reasonable  classification. 
Now  the  classification  of  national  and  state  banks  would  mean  a 
classification  of  the  banking  business,  which  would  be  a  reasonable 
classification  within  the  Fourteenth  Amendment,  but  don't  you  see 
at  once  the  banking  business  is  out  high  and  dry,  it  can  lie  taxed 
to  the  limit,  and  w^here  it  can  be  taxed  without  any  protection 
whatsoever. 
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Mr.  Zoercher:  Do  you  think  the  states  would  do  that? 

Mr.  Saxe:  I  haven't  the  slightest  doubt  that  they  would  do  it, 
just  as  they  are  going  the  limit  to  tax  bank  shares  today  in  the  face 
of  the  more  favorable  taxation  of  other  intangibles,  other  compet- 
ing intangibles. 

H.  C.  McKenzie  (New  York)  :  Would  you  be  willing  to  be 
classified  along  with  real  estate? 

Mr.  Saxe  :  Don't  laugh :  you  are  a  farm  man,  and  you  can  only 
see  things  in  terms  of  real  estate  and  the  position  of  the  farmer. 
How  can  you  classify  an  intangible  like  bank  stock  with  real  estate? 

Mr.  McKenzie:  You  would  be  classified  with  the  majority  of 
taxpayers,  who  pay  from  75  to  80  per  cent  of  all  the  taxes  in  the 
state. 

Mr.  Saxe  :  Not  on  the  intangibles ;  not  on  the  same  property. 
It  is  a  different  kind  of  property.  The  trouble  with  your  agricul- 
tural taxes  is,  the  physical  improvements  are  made  and  the  local 
physical  improvements  are  bound  to  be  sustained  by  the  local  real 
property.  It  has  to  come  from  that,  excepting  where  you  can  get  a 
state  or  federal  contribution.  Now,  I  cannot  see  any  comparison 
between  the  taxation  of  real  estate  and  the  taxation  of  intangibles. 

Oscar  Leser  (Maryland)  :  Can  you  tell  us  why  the  banks  were 
able  to  survive,  without  all  this  wet-nursing,  for  57  years  between 
1864  and  1921,  the  date  of  the  Richmond  decision;  and  also  why 
they  are  the  only  ones  of  all  classes  that  need  this  special  protection 
by  Congress;  and  why  shouldn't  the  railroads  have  such  a  protec- 
tion? They  are  instrumentalities  of  government  and  a  great  deal 
more  useful  and  necessary  than  the  national  banks. 

Martin  Saxe:  I  take  my  law  from  the  United  States  Supreme 
Court  and  I  have  not  heard  them  describe  a  railroad  as  a  federal 
instrumentality. 

Oscar  Leser  :  Did  you  ever  hear  of  a  government  gobbling  up 
the  railroads  during  the  war  as  a  federal  instrumentality? 

Martin  Saxe:  Now  you  are  talking  of  war  measures,  which  is 
another  thing  entirely.  When  it  comes  to  war,  the  banks  will  stand 
right  in  the  front  to  protect  the  country,  and  they  were  the  great 
avenues  through  which  the  Liberty  Loans  were  sold  in  this  country; 
and  don't  forget  that. 

Chairman  Long  :  I  wanted  to  make  this  one  observation  in  de- 
fense of  myself  and  other  tax  commissioners,  either  past  or  present, 
that  if  we  do  think  in  terms  of  revenue,  it  is  surely  necessary  for 
the  harrassed  taxpayer,  even  though  it  is  a  national  bank,  to  think 
in  terms  of  payment,  which  is  revenue,  in  order  to  show  that  he  is 
discriminated  against. 
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Mr.  Saxe  :  I  accept  the  amendment. 

Mr.  Ramsey  (South  Dakota)  :  I  am  a  national  bank  taxpayer, 
and  taking  up  the  point  presented  by  the  judge  sitting  in  front  of 
me,  I  want  to  say  that  even  at  the  present  time  the  national  banks 
in  our  section  of  the  country  are  instrumentalities  of  the  govern- 
ment. It  suggests  our  little  bank,  a  bank  of  about  half  a  million  in 
deposits  and  twenty-five  thousand  dollars  capital.  It  costs  us  over 
three  thousand  dollars  a  year  to  belong  to  the  Federal  Reserve  Sys- 
tem, which  system,  as  experts  all  know,  not  only  does  the  financing 
for  the  United  States  Government,  and  has  done  it  for  the  last 
fifteen  or  sixteen  years,  but  also  pays  for  the  printing  and  the 
issuing  of  the  currency  which  you  gentlemen  have  in  your  pockets, 
and  that  all  comes  out  of  our  pockets. 

We  have  on  deposit  in  the  Federal  Reserve  Bank  in  IMinneapolis 
twenty-two  thousand  dollars  in  cash,  for  which  we  receive  not  one 
cent  of  revenue,  not  one  cent  of  interest.  We  also  have  capital 
stock  in  that  bank  of  twelve  hundred  dollars,  for  which  we  get 
only  six  per  cent  a  year.  Last  year  the  bank  earned  over  21  per 
cent  and  15  per  cent  was  paid  to  the  United  States  Government  in 
the  form  of  a  franchise  tax.  so  that  on  an  amount  equal  to  our 
capital  stock  we  received  the  total  sum  of  seventy-two  dollars  in 
return.  On  that  twenty-five  thousand  dollars  in  capital  stock  we 
pay  to  the  state  of  South  Dakota  a  four-mill  tax  of  one  hundred 
dollars,  so  that  it  cost  us  eighteen  dollars  besides  the  loss  of  the  use 
of  twenty-five  thousand  dollars  to  belong  to  the  Federal  Reserve 
Bank  System. 

When  Andrew  Alellon,  secretary  of  the  U.  S.  Treasury,  wants  to 
borrow  half  a  million  dollars,  he  goes  to  the  federal  reserve  banks, 
and  through  them  to  us,  all  over  the  country,  small  and  large,  and 
gets  that  all  financed  for  absolutely  no  charges  to  the  government. 
If  the  government  were  borrowing  this  money  as  corporations 
borrow  it,  it  would  cost  the  government  eighty  or  ninety  millions 
of  dollars.  So,  I  say,  we  are  the  fiscal  agency  of  the  government. 
We  do  need  protection  from  adverse  taxation  by  the  states.  My 
competitor  across  the  street  has  an  advantage  in  not  belonging  to 
the  Federal  Reserve  Bank  System.  He  has  a  state  bank.  Fie  can 
charge  exchange  on  every  incoming  item.  We  cannot  do  that. 
That  means  a  loss  to  us  of  over  two  thousand  dollars  a  year  right 
there.  We  also  have  to  clear  the  items  of  the  banks  all  over  the 
country  free  of  charge. 

So  far  as  the  remarks  of  Mr.  Blodgett  were  concerned,  he  said 
they  had  no  bank  failures  in  Connecticut.  Well,  in  the  last  ten 
years  in  South  Dakota  63  per  cent  of  our  banks  failed.  In  our 
particular  town,  when  our  two  competitors  failed,  one  of  the  big 
reasons  was  because  they  paid  such  high  taxes.  The  rate  at  that 
time  was  the  ad-valorem  rate  of  4  per  cent,  instead  of  4  mills.     And 


NATIONAL  BANK  TAXATION  319 

I  know  our  two  competitors  in  1919  paid  enough  taxes  on  their 
capital  and  surplus,  if  it  had  been  invested  in  real  estate  in  our 
town,  to  have  paid  the  taxes  on  that  real  estate  for  20  years.  At 
the  present  time  the  taxes,  on  the  basis  of  the  4  mills  rate,  with  the 
valuation  as  the  assessors  finally  put  it  on  the  real  estate  in  our 
county,  makes  a  sufficient  payment  of  taxes  on  our  part  and  on  the 
part  of  the  state  banks  as  well,  to  pay  for  an  equivalent  amount  of 
taxes  on  a  fair  valuation  of  real  estate. 

We  want  to  be  fair  about  this.  We  have  had  this  up  in  our  state. 
We  presented  it  to  our  tax  conference  there.  The  cause  of  this 
entire  situation  is  a  lack  of  understanding  of  the  true  situation. 
On  our  side  we  have  to  come  out  and  cry  for  relief,  as  the  farmers 
have,  and  yet  at  the  same  time  in  our  state  we  had  ten  times  as 
great  a  percentage  of  bank  failures  as  we  had  farm  failures,  but  we 
have  not  cried  for  relief.  We  are  a  small  class.  All  we  ask  of  you 
is  to  give  this  thing  fair  consideration.  Look  at  our  side  of  the 
proposition  from  the  standpoint  of  giving  a  fair  deal.  We  want  to 
pay  an  honest  and  just  share  of  taxes;  we  want  to  pay  just  as 
much  as  we  can  to  help  the  burden,  and  as  much  as  any  of  you ; 
but  when  I  say  to  you  that  even  at  the  present  time  less  than  20  per 
cent  of  the  banks  in  the  state,  both  national  and  state,  are  making 
money  after  charge-off,  I  want  to  say  we  are  entitled  to  just  as 
much  consideration  as  any  other  class. 

H.  C.  McKenzie  (New  York)  :  I  hesitate  to  step  into  the  breach 
here,  but  it  does  seem  to  me  the  other  interests  should  not  all  sit 
quiet  and  allow  the  bankers  to  have  a  field  day  of  it.  The  learned 
counsel  for  the  bankers  in  New  York  has  made  the  plea  that  the 
state  official  should  not  be  revenue-minded  in  considering  the  matter 
of  a  bank  tax. 

Now,  it  seems  to  me  that  he  has  overlooked  some  of  the  very 
important  aspects  of  the  situation.  I  very  distinctly  remember  a 
situation  in  our  own  state,  not  so  very  many  years  ago,  when  the 
representatives  of  agriculture  wanted  to  reduce  the  state  general 
property  tax.  It  is  well  known  to  most  of  you  men,  I  think,  that 
the  real  estate  in  the  state  of  New  York  is  taxed  about  five  or  six 
times  as  much  as  all  the  other  classes  of  wealth  taken  as  a  group. 
We  thought  we  were  entitled  to  relief.  So,  it  was  left  to  me  to  go 
to  the  speaker  of  the  House  and  ask  him  whether  he  would  not  use 
his  influence  to  reduce  the  state  general-property  tax,  and  he  very 
promptly  and  emphatically  told  me  that  there  was  not  going  to  be 
any  tax  reduction.  Within  two  or  three  days  there  was  introduced 
in  the  state  legislature  a  bill  which  changed  the  method  of  bank 
taxation,  which,  as  I  recall  it,  cut  the  net  revenue  from  the  taxation 
of  banks  from  about  twelve  millions  of  dollars  to  about  six  millions 
of  dollars.  So.  the  revenue  from  bank  taxation  is  one  of  the  vital 
features  of  that  matter  and  cannot  be  overlooked. 
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Now,  just  to  comment  on  what  Mr.  Cooke  said  in  regard  to  this 
matter  of  bank  taxation — I  was  very  glad  to  hear  him  say  that  the 
bankers  were  not  striving  to  get  into  a  preferential  position,  that 
they  did  not  want  it,  that  they  wanted  to  pay  their  fair  share  of  the 
cost  of  running  the  government.  1  think  that  is  the  most  admirable 
position,  and  I  think  it  is  the  one  that  should  be  taken  by  all  citizens 
of  the  United  States;  but,  I  want  to  call  the  gentleman's  attention 
to  two  or  three  things.  We  still  have  the  unadulterated  general- 
property  tax  in  the  states.  He  is  in  the  group  with  the  great 
majority  of  taxpayers,  those  who  pay  the  bulk  of  the  revenue. 
Anywhere  from  75  to  85  or  90  per  cent  of  the  revenue  comes  from 
taxes  on  real  property.  Now  if  he  should  be  able  to  get  out  of  that 
class,  which  in  my  judgment  is  one  of  the  chief  things  they  have 
been  aiming  at  for  a  number  of  years,  he  will  escape  from  the  class 
of  those  who  are  most  heavily  taxed  into  another  class  where  they 
are  less  heavily  taxed,  and  in  my  judgment  he  is  getting  into  that 
position  which  he  repudiates — a  favored  position.  I  think  when 
Section  5219  (U.  S.  R.  S.)  was  modified  the  banks  were  successful 
in  jockeying  themselves  into  position  where  they  could  not  be  ade- 
quately taxed  in  the  states  without  upsetting  the  whole  tax  system, 
and  probably  not  even  then. 

Now,  the  argument  that  the  bankers  have  been  misused  because 
they  had  been  too  heavily  taxed,  and  that  a  great  many  banks  have 
failed,  may  be  true.  I  think  the  first  speaker  w^as  eminently  quali- 
fied to  speak  on  that  subject;  but  there  are  a  great  many  other 
people  who  are  in  precisely  the  same  condition.  You  people  all 
know  the  condition  of  mortgages  and  the  failures  of  people  who 
own  farms  all  over  this  western  country.  It  is  worse  in  my  judg- 
ment than  any  condition  that  existed  with  the  banks.  Now,  if  we 
should  let  the  banks  escape  from  the  class  most  heavily  taxed, 
shouldn't  we  let  the  owners  of  real  estate  escape  from  that  same 
class?  Wouldn't  the  bankers  be  willing  to  take  into  Section  5219 
(U.  S.  R.  S.)  a  provision  that  real  estate  should  not  be  more  heavily 
taxed  than  the  bankers — would  they  be  willing?  Or,  if  they  don't 
want  to  get  themselves  into  a  favored  position,  would  they  be  will- 
ing to  vote  for  the  repeal  of  Section  5219  (U.  S.  R.  S.)  entirely 
and  let  us  all  stand  on  an  equal  basis. 

Thornton  Cooke:  Mr.  Chairman,  I  should  like  to  tell  Mr. 
McKenzie  that  one  of  the  first  articles  I  ever  wrote  about  taxation 
was  entitled  "  The  Taxation  of  Farms  and  Banks."  In  that  I 
recognized  four  years  ago  or  more  that  the  farmers  had  a  tax 
grievance  somewhat  comparable  to  that  of  the  banks.  I  said  it 
again  in  addressing  the  American  Bankers'  Association  at  Cleve- 
land the  first  of  this  month. 

There  is  not  time  here,  Mr.  Chairman,  to  point  out  what  I  think 
most  of  those  here  will  recognize,  the   fundamental  difference  be- 
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tween  land  and  all  other  forms  of  property.  That  does  not  mean 
that  those  who  cultivate  the  land  should  be  stung  and  that  an  ex- 
cessive burden  should  be  laid  upon  them.  If  they  now  have  such 
burdens,  is  it  proper,  Mr.  McKenzie,  to  require  banks  to  pay  equiva- 
lent burdens?  Then  you  have  a  repurcussion  of  another  kind, 
which  may  impair  the  credit  system  of  the  country,  and  if  you  do. 
you  impair  those  institutions  which  I  still  insist  are  the  basis  of  the 
Federal  Reserve  Bank  System,  and  which  would  m.ake  that  bank 
something  other  than  it  would  be  if  you  did  not  require  that  com- 
pulsory membership  in  the  system. 

I  should  like  to  revert  to  Mr.  Blodgett's  able  discussion  of  con- 
ditions in  his  own  state  of  Connecticut.  In  his  opinion  the  Connec- 
ticut national  banks  are  not  bearing  an  undue  burden  of  taxation. 
It  is  the  purpose  of  this  conference,  of  course,  and  of  the  Com- 
mittee of  Taxation  of  the  American  Bankers'  Association,  to  take 
a  nation-wide  view.  For  the  sake  of  economy  of  the  meeting's  time 
this  morning  I  did  not  read  or  even  refer  to  a  table  I  had.  I  think 
I  made  a  mistake.  I  should  like  now  to  present  to  you  some  figures 
in  a  table  showing  the  respective  percentages  of  income  taken  by 
state  and  local  taxation  from  various  classes  of  corporations  for  the 
year  1926.  No  later  figures  are  available.  They  were  made  avail- 
able for  that  year  only  by  the  special  courtesy  of  the  Department 
of  Internal  Revenue.  I  think  that  they  should  be  made  for  every 
year,  but  they  have  not  been,  so  you  have  to  take  them  for  1926, 
which  is  probably  as  good  a  year,  for  the  purpose,  as  any  we  have 
had  since.  This  table  gives  the  number  of  returns  for  various 
classes  of  corporations.  It  gives  the  taxable  net  income  but  calcu- 
lates out  the  total  net  profits.  We  accept  the  principle  that  banks 
cannot  afford,  in  respect  to  income,  to  be  taxed  as  measured  by  their 
total  net  profits  and  not  their  net  income.  It  shows  the  percent  of 
taxes  to  the  total  of  net  profits  for  these  classes :  for  manufacturing 
it  was  8.53,  for  trade  10.63,  auto  finance  6.03,  other  finance,  which 
is  a  special  classification,  such  as  loan  associations,  mortgage  and 
bond  brokers,  4.70.  The  average  for  these  classes  was  8.60.  The 
percent  of  taxes  for  national  banks  was  15.14;  for  state  and  private 
banks  15.31 ;  for  other  banks  which  is  a  treasury  classification,  in- 
cluding trust  companies  and  savings  banks,  12.52.  Taking  all  those 
banks  together,  it  is  14.17. 

Mr.  McKenzie:  Have  you  the  figures  for  agriculture? 

Mr.  Cooke  :  I  have  not  the  figures  for  agriculture.  There  is 
frankly  no  time  to  argue  that  point  this  morning,  but  I  do  not 
consider  them  comparable.  You  know  very  well  the  basis  of  real 
estate  varies  from  one  county  to  another,  from  one  block  to  another. 
You  cannot  make  a  controlling  comparison  with  them.  What  is 
there  in  the  banking  business  that  should  bring  it  to  the  public 
21 
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interest  to  exact  two  and  one-half  to  three  times  as  much  from 
their  earnings  as  finance  companies?  It  is  not  fair  and  it  is  against 
the  public  interest.  Now,  this  House  bill  is  advanced.  It  is  not 
what  the  representatives  of  the  states  on  bank  taxation  call  the 
finality,  it  is  not  what  the  banks  would  have  written.  We  make 
compromises  step  by  step.  It  is  a  movement  in  favor  of  public 
interest.  Those  yardsticks  in  the  bill  will  be  fair  if  adhered  to. 
It  seems  to  me  no  one  should  state  that  the  tax  burdens  cannot  be 
measured  in  proportion  to  income,  when  Massachusetts  has  been 
doing  it  successfully  for  half  a  dozen  years.  I  am  speaking  now 
of  general  business  corporations.  We  haven't  time  to  argue  any 
further  the  difference  between  insurance  companies  and  banks  and 
manufacturers  and  utilities.  Banks  and  wholesale  stores  and  rock 
crushers  go  into  business  to  make  money.  Their  taxes  should  be 
compared  on  a  basis  of  what  they  make. 

Ch.\irmax  Long:  ]\Ir.  Blodgett,  did  you  wish  to  speak? 

Mr.  Blodgltt:  Only  to  inquire  from  Mr.  Cooke  if  the  figures 
mentioned  by  him  were  the  same  figures  that  were  put  into  the 
record  at  the  congressional  hearing  on  May  9th. 

Mr.  Cooke  :  They  are  practically  the  same.  Even  while  these 
are  calculated  on  the  basis  on  which  they  would  be  used  if  this  bill 
were  enacted — and  it  was  necessary  to  make  the  comparison  on  a 
nation-wide  basis — of  course,  practical  operation  would  be  on  the 
basis  of  the  state.  These  are  based  only  for  those  corporations 
having  net  incomes  or  net  profits;  and  as  Mr.  Nichols  informed  you, 
only  such  things  as  may  be  compared.  I  will  be  glad  to  send  to 
anyone  who  desires  a  table  of  percentages  for  each  state  in  the 
country,  both  on  the  basis  of  combining  profit  and  non-profit  con- 
cerns and  those  of  profits  exclusively.  I  shall  be  glad  to  send  you 
a  table  showing  the  percentage  for  each  state  in  the  Union  so  each 
one  can  see  for  himself  what  it  will  figure  out  for  that  particular 
year.  I  understand  in  comparing  tax  burdens  by  classes,  banks 
with  manufacturers  and  others,  if  it  appears  that  the  others  sustain 
heavier  losses  in  a  period  of  years  than  the  bankers — vastly  heavier — 
and  if  you  are  going  to  use  only  the  corporations  in  the  manufac- 
turing group,  if  we  are  comparing  that  group,  and  that  group  sus- 
tains very  heavy  losses,  and  you  exclude  the  corporations  which  do 
sustain  los.ses  and  compare  only  those  which  make  profit  and  have 
gains,  it  does  not  seem  to  me  that  that  is  a  fair  way  to  approach 
the  problem  of  tax  burden  as  between  groups. 

It  will  interest  Mr.  Blodgett.  Mr.  Chairman,  to  know  that  he  can 
find  out  by  referring  to  the  tables  that  the  relationship  is  almost 
precisely  the  same.  That  is,  with  what  you  gain  in  non-profit 
companies  along  with  profit  companies,  national  banks  and  all  banks 
together  still  show  that  50  per  cent  more  of  their  income  is  taken, 
and  two  and  one-half  times  over  finance  corporations. 
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Mr.  Blodgett:  If  Mr.  Cooke  says  this  is  a  national  compilation, 
when  you  come  to  dealing  with  your  state  law,  to  make  it  work 
with  national  banks  in  your  state,  you  have  a  state  problem,  so  that 
you  have  to  deal  with  each  state  separately.  At  the  hearing  in 
Washington  on  May  9th  he  placed  in  the  record  figures  relating  to 
Connecticut.  All  losses  of  manufacturing  companies  were  excluded, 
so  it  appeared  banks  were  sustaining  a  higher  burden  of  taxes  by 
those  figures  than  were  the  manufacturing  companies.  Well,  figures 
are  figures;  and  statistics,  if  you  handle  them  right,  will  show  what 
you  want  to  show.  It  appeared  there  the  banks  were  excessively 
burdened  over  manufacturing  companies,  but  examination  of  the 
records  in  Washington  as  we  have  done  in  Connecticut,  and  putting 
them  in  taking  losses  indicates  precisely  the  reverse  result,  which 
is  the  actual  result  if  you  want  to  really  compare  these  classes  as 
a  whole. 

Now,  there  was  one  other  point.  In  my  remarks  upon  the  point 
that  taxes  upon  banks  were  different  from  taxes  on  shares,  nothing 
was  said,  as  I  remember,  by  anyone  prior  to  the  time  Professor 
Jensen  spoke,  but  that  the  owner  of  the  shares  was  to  pay  the  taxes 
himself.  I  did  not  indicate  in  my  talk  that  the  bank  was  necessarily 
to  pay  the  taxes  out  of  its  capital  or  surplus  or  undivided  profits; 
so  that  I  still  adhere  to  the  notion  that  if  the  share  owner  pays  his 
own  taxes,  it  cannot  be  construed  as  a  burden  upon  the  bank.  Just 
that  explanation. 

M.A.RTIN  S.^XE :  Do  you  know  a  case  where  the  share  owner  pays 
the  tax  himself,  in  Connecticut,  or  any  other  place? 

Mr.  Blodgett  :  That  is  what  I  was  talking  about.  I  did  not 
refer  to  anything  else. 

Mr.  Saxe  :  The  other  was  a  thought  of  a  different  character. 

Mr.  Blodgett  :  Something  has  been  said  here  about  the  economic 
aspects  in  the  case.  In  Connecticut  we  have  two  sources  of  pro- 
ductive wealth,  agriculture  and  manufacturing.  I  should  put  manu- 
facturing first.  It  seems  to  me  if  we  are  looking  at  the  aspect  of 
economics  that  we  should  give  consideration  to  the  sources  of  pro- 
ductive wealth.  Let  me  illustrate:  If  someone  should  find  an  oil 
well  in  the  remotest  section  of  the  country,  workmen  would  come 
to  that  w'ell ;  soon  there  would  be  a  store;  there  might  come  very 
soon  a  bank ;  there  might  come  a  public  utility,  because  a  com- 
munity has  started  there.  If  consideration  be  given  to  this  subject 
from  the  standpoint  of  economics,  we  must  foster  our  sources  of 
productive  wealth,  and  not  discourage  that.  These  activities  merely 
facilitate  the  carrying  on  of  business  and  are  necessary  for  it.  But, 
if  you  discourage  your  manufacturing  and  you  discourage  your 
mining  and  you  discourage  your  farming  by  heavy  tax  burdens. 
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you  arc  doing  a  thing  which  is  not  healtliful  to  your  community. 
There  is  no  doubt  about  that.  Notwithstanding  what  is  said— and 
I  do  not  favor  imposing  taxes  on  intangible  property  at  the  property 
tax  rate — there  ought  to  be  some  relation  between  the  intangible 
property  tax  rate  and  the  rate  applicable  to  tangible  property.  That 
is  a  problem  which  I  think  the  economists  of  the  country  might  well 
study  and  work  out  to  the  advantage  of  this  Association. 

Philip  Zokrcher  (Indiana)  :  I  just  want  to  talk  a  few  minutes 
from  the  administrator's  standpoint.  In  1919  when  we  passed  our 
new  tax  law  providing  for  100  per  cent  valuation  as  nearly  as  could 
be  gotten,  the  valuation  in  the  state  of  Indiana  was  increased  two 
and  one-half  times.  When  we  came  to  valuing  bank  stock  in  one 
community  I  saw  from  the  report  of  a  bank  that  they  paid  a  thirty 
per  cent  dividend.  I  also  saw  that  the  bank  had  only  set  aside  ten 
per  cent  of  its  earnings  as  a  surplus,  and  I  went  to  the  banker,  w^ho 
w-as  a  personal  friend  of  mine  at  that  time,  and  I  said  to  him, 
'■  Why  don't  you  accumulate  a  surplus  so  that  your  surplus  will  at 
least  equal  your  capital  ?"  "  Well,"  he  said,  "  we  don't  want  to  pay 
taxes  on  it."  Now,  the  sale  value  of  the  stock  was  four  times  what 
the  book  value  was  and  yet  we  had  been  assessing  the  book  value. 
After  I  got  that  answer  I  spoke  to  the  other  two  members  of  the 
board  and  said,  "  Let  us  apply  the  rule  of  assessing  this  property 
at  what  it  would  sell  for.''  That  is  what  we  did.  We  allowed  six 
per  cent  on  the  capital  invested,  the  capital  stock,  plus  the  twenty- 
five  hundred  dollars  surplus,  and  on  the  excess  of  dividends  paid  by 
them,  we  capitalized  that  and  added  it  to  the  surplus  and  taxed  it 
at  that  basis.  We  did  that  for  about  two  or  three  years.  Finally, 
when  another  member  came  on  the  board,  he  objected  to  that  and 
finally  we  compromised  with  the  bankers  of  the  state  of  Indiana, 
and  agreed  on  the  assessing  of  the  stock  then  at  its  true  cash  value, 
and  the  objection  that  was  made  then  was  that  we  were  assessing  it 
too  high.  But,  one  of  the  bankers  one  time  said  to  me,  "  Say,  Phil, 
don't  you  know  you  did  me  the  greatest  favor  that  you  ever  did. 
We  have  a  few  dividend  hogs  or  stockholders  in  our  bank,  and  I 
could  not  accumulate  a  surplus.  ])ut  wlu-n  you  folks  capitalized  our 
excessive  dividends,  we  were  then  i)c'rniitted  to  accumulate  a  sur- 
plus." Later  on  they  increased  their  dividends  because  the  dividends 
were  not  only  on  capital  stock  but  on  the  capital,  surplus  and  un- 
divided profits. 

Always,  until  recently,  the  bankers'  committee  came  to  our  board 
and  said,  "  We  are  not  satisfied,"  but  they  have  now  brought  a  suit, 
and  this  is  what  we  have:  In  our  state  we  assess  the  shares;  the 
assessment  is  against  the  shares  of  stock.  We  have  in  our  state  the 
right  of  deducting  debts  from  credits.  There  is  a  suit,  filed  and 
pending  now  in  our  courts,  that  a  shareholder  has  brought  claiming 
that  we  are  not  .'illowed  to  deduct  their  debts  from  their  shares  of 
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Stock.  You  need  not  send  this  word  home,  but  this  fellow  who  is 
plaintiff  in  the  case,  after  the  suit  was  filed,  did  not  return  any  debts 
at  all,  and  yet  he  is  claiming  that  we  do  not  allow  a  deduction  of 
debts  from  credits.  Now,  the  deducting  of  debts  from  credits  is 
greatly  over-worked.  Recently,  in  a  particular  connection,  I  sug- 
gested the  idea  that  we  had  proposed  in  our  original  bill — and  I 
hope  some  time  that  the  state  of  Indiana  will  adopt  that  section  of 
law — allowing  a  man  to  list  all  his  credits  and  then  allowing  him  a 
deduction  of  75  per  cent,  and  tax  him  on  the  remaining  25  per  cent 
without  the  right  of  deducting  debts  from  credits,  because  when  he 
gets  75  per  cent  deduction  he  ought  to  be  satisfied.  A  report  we 
had  recently,  a  large  concern,  on  the  first  of  January — reported 
absolutely  no  liabilities  and  no  debts,  and  two  months  later  they 
owed  $1,900,000,  and  had  receivables  amounting  to  $1,600,000. 
They  would  have  been  taxable  on  their  receivables  if  they  had  no 
debts  to  deduct.  And,  what  did  they  do  with  that  $1,900,000? 
They  invested  it  in  non-taxable  securities.  When  we  looked  into 
that  we  found  they  had  $3,900,000  in  government  securities;  so  that 
offset  the  other. 

Mr.  Saxe:  Did  the  bank  do  that? 

Mr.  Zoercher:  The  shareholder  could  do  that,  couldn't  he?  Xo, 
the  bank  could  not  do  that,  but  with  the  suit  pending  in  the  state 
of  Indiana  every  shareholder  can  create  a  fictitious  debt,  in  having 
short-time  certificates  that  the  government  sells,  or  tax-exempt 
securities,  borrow^  the  money  to  buy  those,  and  then  he  can  deduct 
it,  and  bank  stock  can  be  taken  oft'  the  tax  duplicate  entirely. 

It  is  up  to  the  banker  as  much  as  everybody  else.  The  question 
of  taxation  is  one  that  is  coming  home  to  every  citizen  in  the  coun- 
try. They  ought  to  work  in  harmony,  and  not  tear  the  whole  taxing 
system  of  the  state  to  pieces  as  they  are  attempting  to  do  in  some 
of  the  states. 

Oscar  Leser  (Alaryland)  :  I  have  a  question  I  would  like  to 
ask  Mr.  Cooke. 

Thomas  B.  Patox  (  Xew  York  )  :  }klr.  Cooke  had  to  go. 

]Mr.  Leser:  I  will  ask  Judge  Paton. 

Chairman  Long:  Judge  Paton  has  a  good  knowledge  of  the  bill. 

I\Ir.  Leser  :  The  figures  submitted  by  ]\Ir.  Cooke  in  that  table  of 
course  include  the  tax  on  shares  ? 

Thomas  B.  Paton  :  The  figures  in  the  table  compiled  were  the 
taxes  paid  by  the  banks  on  shares  and  on  real  estate. 

Mr.  Leser  :  Yes.  Xow,  inasmuch  as  the  table  includes  taxes 
])aid  on  the  shares  by  and  on  l^ehalf  of  the  shareholders,  do  the 
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taxes  on  the  other  classes  of  corporations  include  the  taxes  paid  by 
the  stockholders  of  those  corporations? 

Mr.  Paton  :  The  stockholders  pay  taxes. 

Mr.  Leser  :  They  pay  taxes  when  they  are  foreign  corporations ; 
they  pay  taxes  on  shares  when  the  shares  are  held  in  the  other 
states. 

Mr.  Paton  :  Those  tables  are  made  up  by  the  returns  of  the  Fed- 
eral Government  of  the  total  taxes  paid  by  corporations  other  than 
taxes  to  the  Federal  Government.  That  is,  the  total  taxes  of  all 
kinds  paid  to  the  states  by  the  corporations. 

Mr.  Leser:  But  not  by  the  stockholders  of  the  corporation  on 
their  shares? 

Mr.  Paton  :  By  the  corporations  only. 

Mr.  Leser:  Then,  if  you  make  a  comparison  to  determine  the 
real  truth  of  the  burden  on  the  national  banks,  would  it  not  be 
necessary  to  include  also  the  taxes  paid  by  and  on  behalf  of  the 
shareholders  of  all  the  mercantile  and  manufacturing  and  business 
corporations  ? 

Mr.  Saxe  :  Most  of  the  states  do  not  tax  them. 

IMr.  Leser:  That  is  not  an  exact  statement.  Our  state  taxes  the 
shares  of  foreign  corporations. 

Mr.  Saxe:  How  many  states  outside  of  Maryland  do  it? 

Mr.  Leber  :  The  point  is,  they  are  not  included,  and  therefore 
your  table  is  not  reliable.  You  must  include  the  taxes  paid  by  the 
shareholder  or  for  the  shareholder  in  the  other  corporations. 

L  A.  Acker  (North  Dakota)  :  I  come  from  a  state  where  many 
of  you  men  undoubtedly  feel  that  the  people  would  be  in  sympathy 
with  the  banks.  We  have  had  a  lot  of  bank  failures  in  North 
Dakota,  but  I  am  not  in  sympathy  with  the  bankers.  I  believe  that 
this  bank-tax  problem  should  be  approached  in  a  reasonable  and  fair 
way.  Wc  realize  in  North  Dakota  that  we  need  banks,  we  need 
state  banks  and  we  need  national  banks..  In  the  communities  where 
banks  no  longer  exist,  that  need  of  course  is  especialh-  felt. 

Now,  in  North  Dakota  w-e  exempt  surplus  to  the  extent  of  the 
capital  stock,  for  the  purpose  of  encouraging  the  banks  to  build  up 
their  surplus.  Our  state  banks  have  been  subject  to  the  income  tax, 
and  in  that  way  have  been  subject  to  discrimination.  I  am  recom- 
mending this  year  that  the  state  banks  l)e  placed  upon  a  parity  in 
matters  of  taxation  with  national  banks. 

There  is  one  thing  I  want  to  emphasize,  and  that  is  this.  I  do  not 
believe,  in  my  state  at  least,  that  excessive  taxation  has  caused  the 
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failure  of  a  single  bank.  In  the  first  place,  the  deflation  which  was 
caused  by  the  Federal  Reserve  System  was  responsible  for  the  frozen 
assets  and  the  frozen  credits  that  the  banks  there  could  not  move. 
They  deflated  the  farmer  and  they  deflated  themselves  and  the  banks 
failed. 

Now,  another  thing,  in  North  Dakota  we  had  altogether  too  many 
banks.  In  1918  and  1919,  when  a  new  political  party  came  into 
power  there,  they  organized  new  banks  all  over  the  state,  and  of 
course  weakened  existing  banks.  We  have  come  to  recognize  that 
we  need  fewer  and  stronger  banks.  Now  then,  as  far  as  taxation 
of  banks  is  concerned,  it  seems  to  me  this  should  be  true:  The 
bankers  and  the  tax  commissioners  and  the  tax  attorneys  should  not 
approach  this  problem  from  the  standpoint  of  controversy,  but  ap- 
proach it  from  the  standpoint  of  fairness  and  justice  and  from  the 
economic  standpoint. 

The  statement  made  by  Professor  Jensen  that  when  a  bank  is 
taxed  the  share  is  virtually  taxed,  is  possibly  true,  but  if  we  tax 
stock  in  a  corporation  in  the  name  of  a  stockholder  we  are  certainly 
not  taxing  that  corporation.  We  cannot  collect  anything  from  the 
corporations,  and  in  that  sense  at  least  Mr.  Blodgett's  statement  is 
correct. 

It  seems  to  me  that  bankers  are  taking  an  unfair  and  unreason- 
able attitude  on  this  matter  in  these  western  states.  Are  they  going 
to  ask  states  like  ours  to  revise  our  existing  tax  laws  and  go  back 
to  the  general  property  tax  in  order  to  suit  their  tax  requirements  ? 
Certainly  a  national  bank  or  state  bank  has  privileges  and  immu- 
nities that  no  other  corporation  has.  We  all  recognize  that.  And, 
it  seems  to  me  that  when  the  Bankers  Association  is  taking  the 
attitude  of  a  dog  in  the  manger  and  saying  that  we  have  taxed  them 
on  this  low  intangible  value,  when  for  years  and  years  the  commu- 
nities have  relied  upon  a  certain  amount  of  tax  from  banks  to 
maintain  their  schools  and  run  their  government,  they  are  going 
just  a  little  too  far.    They  are  striking  at  state  sovereignty. 

If  the  state  is  subject  to  a  mandate  of  the  bank  and  has  to  set  up 
a  tax  system  that  suits  the  requirements  of  the  bank,  then  I  say  we 
are  going  very  far  in  the  direction  mentioned  by  the  professor  who 
spoke  the  other  day  and  said  we  should  abolish  the  state  government 
entirely.  It  is  a  dangerous  situation.  I  am  not  in  favor  of  abolish- 
ing state  government,  but  I  believe  the  bankers  should  be  a  little 
m.ore  fair  on  this  proposition.  They  should  meet  us  half  way. 
I  can  see  feeling  in  this  assembly  between  the  bankers  and  the  tax 
commissioners.  It  is  a  feeling  that  should  not  exist.  You  are  meet- 
ing in  conference,  and  in  an  orderly  and  reasonable  way.  It  seems 
to  me  the  bankers  themselves  should  meet  us  in  a  better  spirit  than 
they  are  doing. 
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Thomas  B.  Patox  :  Let  mc  answer  that.  IMeeting  in  the  spirit 
of  fairness,  we  have  been  endeavoring  to  reach  a  compromise  by 
which  the  state  of  North  Dakota  instead  of  being  limited  to  this 
low  intangible  rate  can  get  a  fair  and  adequate  rate  from  the  banks. 
That  is  just  what  we  are  trying  to  do.  Tlie  new  bill  provides 
just  that. 

Mr.  Acker:  We  don't  tax  intangibles  at  all  in  North  Dakota. 

Mr.  Paton  :  You  are  a  general-property  state.  Then  we  leave 
you  alone  as  you  are. 

Mr.  Acker:  We  made  it  our  law  but  the  law  of  1919  was  de- 
clared unconstitutional.  Then  they  passed  a  new  law  in  1923,  and 
our  law  provides:  That  we  are  required  to  tax  all  capital  in  exactly 
the  same  way  as  we  tax  the  shares  of  a  bank.  How  in  the  name 
of  common  sense  can  we  determine  what  is  competing  capital,  Mr. 
Paton  ?     I  don't  think  you  know  either,  get  right  down  to  that. 

'SIr.  Patox  :  I  don't. 

AIr.  Acker  :  I  don't  think  any  man  does.  Now,  our  law  is  weak 
in  this  respect.  Every  man  is  required  to  report  to  the  tax  com- 
missioner, who  determines  what  the  value  of  the  shares  of  that 
bank  is.  We  exempt  surplus  now  to  the  extent  of  the  value  of  the 
stock.  If  the  capital  is  $100,000  it  can  pile  up  a  surplus  to  that 
amount.  That  is  exempt.  It  is  considered  in  arriving  at  the  value. 
The  only  thing  we  tax  so  far  as  a  bank  is  concerned,  is  the  book 
value,  the  par  value  of  that  stock.  Then  we  deduct  the  real  estate; 
then  the  difference  is  the  value  of  the  stock  for  taxing  purposes. 
Now^  then,  we  do  not  tax  intangibles.  We  have  an  income  tax  but 
national  banks  are  not  subject  to  that  income  tax.  Now,  the  only 
possible  thing,  Mr.  Paton.  that  could  save  us  is  this :  We  don't  tax 
the  income  of  banks,  and  then  we  give  an  exemption  of  surplus  to 
the  extent  of  capital.  Now,  those  privileges,  if  we  can  take  it  to 
court  and  show  it,  may  place  you  in  a  position  of  parity  w-ith 
farmers  or  w-ith  corporations  and  with  persons  owning  intangibles. 
As  far  as  farmers  are  concerned,  they  are  taxed  out  of  sight.  There 
is  no  question  about  that. 

Chairmax  Long:  Does  anyone  else  wish  to  discuss  the  matter? 

(Motion  to  adjourn  and  duly  seconded) 

Chairmax  Loxg  :  The  meeting  will  now  adjourn. 
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INCOME  TAXES 

Summary  of  Round  Table  Discussion 

a.  r.  morse,  group  leader 

Income  Tax  Attorney.  Missouri  State  Auditor's  Office 

Mr.  a.  R.  Morse,  of  the  Missouri  State  Auditor's  office,  presided 
over  the  Income  Tax  Group  at  a  round-table  discussion  of  Income 
Tax  Administration. 

Reynolds  E.  Blight  of  Sacramento  discussed  the  perplexing 
problem  of  allocating  net  income  where  business  is  transacted  within 
and  without  the  state,  which  was  of  interest,  for  this  difficulty  must 
be  met  with  in  every  state  imposing  an  income  tax.  According  to 
the  speaker,  California  provides  a  broad,  pliable  method  of  alloca- 
tion. Into  it  enter  as  factors,  sales,  purchases,  expense  of  manu- 
facture, payroll,  and  value  and  situs  of  tangible  property.  If  other 
methods  clearly  reflect  the  income  attribittable  to  the  state,  the  com- 
missioner is  authorized  to  consider  such  method.  If  the  commis- 
sioner does  not  accept  the  allocation  made  by  the  taxpayer,  he  is 
required,  upon  the  request  of  the  taxpayer,  to  disclose  the  method 
used. 

As  a  guide  to  taxpayers,  the  California  commission  provides  in 
the  return  for  the  determination  of  the  allocation  percentage  by  the 
use  of  three  factors ;  real  and  tangible  property  within  and  without 
the  state;  payrolls  within  and  without  the  state;  and  sales  within 
and  without  the  state.  The  percentages  within  the  state  of  these 
three  factors  are  totaled,  which  total  is  divided  by  three,  the  resul- 
tant percentage  becoming  the  percent  of  the  net  income  allocable  to 
California. 

The  speaker  stated  that  California  undertakes  to  interpret  '"  doing 
business "  in  a  state.  When  an  office  is  maintained,  agency  or 
branch,  where  its  functions  are  systematically  and  regularly  carried 
on,  the  maintenance  of  a  branch  office,  he  stated,  brings  the  cor- 
poration under  the  tax-levying  authority  in  the  state  in  which  the 
branch  office  functions,  and  as  the  purpose  of  allocation  is  "  to 
avoid  subjecting  the  taxpayer  to  double  taxation."  die  right  of  the 
taxpayer  is  unquestioned. 

Mr.  Blight  further  discussed  the  tendency  of  some  taxpayers  to 
claim  profit  made  is  not  evenly  distributed  over  the  various  func- 
tions of  the  business  —  that  the  buying  of  raw  materials  is  more 
productive  of  income  than  selling,  or  that  more  income  should  be 
attributed  to  the  manufacturing  end  than  the  selling  end,  or  vice 
versa.  He  stated  that  the  commission  uniformly  denies  such  con- 
tentions, holding  that  the  transactions  must  be  considered  as  a  unit 
and  that  every  part  of  the  operation  is  necessary  to  the  production 
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of  the  profit.  In  regard  to  this  policy  the  speaker  cited  the  case  of 
State  V.  Hons  Rocs'  Sons,  Inc.,  153  S.  E.  850. 

Mr.  Lvmax  a.  B.\ki:r.  deputy  commissioner  of  North  Dakota, 
said  in  part  that  the  North  Dakota  State  Income  Tax  Law,  enacted 
in  1923,  closely  follows  the  National  Tax  Association  Model  Law, 
but  provides  for  tax  on  unincorporated  business  only  through  per- 
sonal income  tax.  It  was  found,  in  administration  of  the  law,  that 
the  exemption  of  non-residents  from  income  taxes  created  much 
dissatisfaction,  and  was  the  cause  of  many  residents  establishing 
residence  outside  of  the  state  in  order  to  escape  taxation.  This 
provision  of  the  Act  was  amended  in  1929,  and  non-residents  are 
taxed  on  all  income  from  sources  within  the  state,  full  exemption 
being  allowed  against  such  income. 

Exemptions  of  $1,000  for  single  persons,  $2,000  for  married 
persons,  and  a  credit  for  dependents  of  $300  each  are  granted. 
Corporations  are  granted  no  specific  exemption.  Individual  rates 
progress  from  1%  to  6%;  corporations  are  taxed  at  3%. 

National  banks  are  not  taxed  for  income  taxes,  but  state  banks 
pay  income  taxes  as  well  as  an  ad-valorem  tax  on  shares  of  stock. 
No  attempt  has  ever  been  made  to  correct  this  situation.  Insurance 
companies  paying  a  gross  receipts  ta.K  are  exempted  from  income 
taxes. 

The  State  Tax  Commissioner,  Mr.  Baker  asserted,  is  charged 
with  the  enforcement  of  the  Income  Tax  Act,  with  the  assistance 
of  an  office  force,  and  by  the  operations  of  "tax  supervisors"  ap- 
pointed in  each  of  the  six  judicial  districts,  who  combine  their 
activities  with  supervision  of  the  general-property  tax.  Considerable 
difficulty  has  been  experienced  in  making  necessary  field  audits,  due 
to  lack  of  a])propriations  for  travel,  and  to  the  lack  of  training  of 
supervisors,  and  their  dependence  upon  political  appointments  for 
their  position.  The  state  departments  depend  largely  upon  federal 
audits,  and  federal  regulations  in  administrating  the  State  Income 
Tax  Law. 

The  speaker  slated  that  considerable  difficulty  had  been  experi- 
enced in  arriving  at  taxable  net  income  of  corporations  operating 
both  within  and  without  the  state,  specifically  railroads,  telephone 
companies,  chain  stores,  and  manufacturers  producing  within  the 
state  and  selling  without  the  state  through  the  medium  of  a  sales 
organization,  the  state  department  admitting  that  it  is  practically 
helpless  under  the  ])resent  act. 

The  North  Dakota  State  Income  Tax  produces  approximately 
$550,000  in  revenue  annually,  at  a  cost  of  administration  of  22'7( . 

W.  R.  BR.\r)LEY,  Director  of  Income  Tax  of  the  South  Carolina 
Tax  Commission,  gave  a  history  of  income  tax  administration  in 
that  state  and  emphasized  the  absurdity  of  administering  an  income 
tax  law  without  adc(|uatc  a])|)ropriation  and  wcll-e(|uipi)ed  personnel. 
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He  stated  that  South  Carolina  was  a  pioneer  in  income  tax  legis- 
lation, having  passed  an  income  tax  law  in  1897,  the  administration 
of  which  devolved  on  county  treasurers  with  the  supervision  of  the 
comptroller  general,  no  provision  having  been  made  for  the  office 
and  field  audit  of  returns  other  than  such  audits  as  could  be  made 
by  the  county  auditors  and  treasurers.  As  a  result,  the  income 
taxes  collected  from  1898  to  1914,  inclusive,  amounted  to  only 
S147.894.ll.  the  rates  under  the  law  ranging  from  one  to  three 
per  cent. 

The  speaker  stated  that  after  the  creation  of  the  tax  commission 
in  1915.  tlie  legislature  placed  the  administration  of  the  income  tax 
law  under  it.  and  although  no  machinery  was  provided,  the  collec- 
tions for  1915  more  tlian  doubled  any  other  year's  collection. 

In  1922.  he  said,  a  new  income  tax  law  was  passed  whereunder 
federal  income  taxpayers  were  required  to  pay  to  tlie  state  one-third 
the  amount  of  tax  required  to  be  paid  the  national  treasury  under 
the  Federal  Income  Tax  Act  of  1921.  Appropriation  was  made  to 
enforce  the  law.  and  as  a  result  the  commission  collected  in  addi- 
tional taxes,  after  all  returns  were  filed  from  1922  to  1929.  S2.049, 
973.62.  The  cost  of  maintaining  the  division  during  these  years 
amounted  to  $440,657.61.  The  amount  of  income  taxes  collected 
during  this  time  was  $14,361,973.62. 

The  speaker  stated  that  tlie  1922  act  was  imsatisfactory  for  the 
reason  that  the  state  could  not  gain  access  to  individual  renirns 
made  to  the  Federal  Government,  and  therefore  had  no  way  of 
ascertaining  when  additional  taxes  were  assessed.  When  the  Fed- 
eral Government  made  refunds,  a  like  refund  had  to  be  made  by  the 
state,  but  when  additional  taxes  were  assessed,  the  taxpayer  allowed 
the  state  to  discover  it  the  best  way  it  could. 

This  situation,  he  said,  brought  about  the  Act  of  1926.  which  is 
independent  of  the  Federal  Act. 

Mr.  Merrill,  of  the  New  York  Tax  Commission,  spoke  of  the 
problems  the  tax  commission  had  met  %\-ith  in  that  state.  He  ex- 
plained Xew  York's  metliod  of  allocating  net  income  to  corporations 
doing  business  witliin  and  without  tlie  state. 

Mr.  Merrill  was  very  decided  in  his  views  as  to  the  prerogative 
of  a  state  to  tax  all  the  income  of  a  corporation  attributable  to  a 
state.  It  is  his  idea  that  the  United  States  Supreme  Court  will  not 
countenance  devices  of  taxpayers  doing  business  within  and  without 
a  state  used  for  the  purpose  of  allocating  income  entirely  to  the 
advantage  of  the  taxpayer  and  to  the  disadvantage  of  the  state. 

His  advice  to  income  tax  administrators  was  that  where  it  is  clear 
that  taxpayers  resort  to  such  devices,  and  where  the  cases  have  gone 
to  the  courts,  that  tax  commissions  see  the  cases  through  to  the 
Supreme  Court  of  the  United  States — that  this  court  of  last  resort 
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may  more  nearly  l)e  (lei)en(le(i  upon  to  decide  equitably  in  such  cases 
than  the  lower  courts. 

AIr.  L.  D.  Thompson,  state  auditor  of  Missouri,  praised  the 
Missouri  Income  Tax  Law,  stating-  that  the  Alissouri  State  Income 
Tax  Law  became  effective  in  1917,  with  rates  of  17c  on  both  indi- 
viduals and  corporations.  This  was  increased  in  1919  to  1>4%, 
but  lowered  to  1%  again  in  1921.  Although  a  change  was  made  in 
the  Act  in  1929.  clarifying  certain  provisions  as  to  what  constituted 
income  for  state  taxation,  the  rate  still  remains  at  1%  for  both 
individuals  and  corporations.  Individuals  are  allowed  an  exemption 
of  $1,000  for  single  persons.  $2,000  for  married  persons,  with  a 
credit  for  dependents  of  $200.  Corporations  are  allowed  no  ex- 
emption. Net  income  is  computed  practically  the  same  as  under  the 
federal  regulations. 

He  said  that  the  Missouri  State  Income  Tax  Law  is  enforced 
through  county  officials,  under  the  supervision  of  the  state  auditor, 
and  with  the  assistance  of  ten  field  men,  appointed  by  the  state 
auditor.  A  fee  is  paid  each  county  official  for  each  return  taken 
by  him,  and  commissions  for  collections  are  paid  on  the  same  basis 
as  are  paid  for  other  tax  collections.  The  field  men  operate  from 
information  returns  filed  by  employers,  together  with  lists  of  federal 
income  taxpayers,  and  with  the  cooperation  of  county  ofiicials. 

Collections  of  Missouri  State  Income  Tax  in  1929,  he  stated, 
reached  a  total  of  $4,252,490,  an  increase  over  1928  collections  of 
$544,885,  due  largely  to  changes  in  the  Act,  as  previously  mentioned, 
and  the  operations  of  the  field  men. 

r^lR.  J.  B.  KiEFFER.  of  the  Income  Tax  Division  of  the  Georgia 
tax  commission,  talked  interestingly  of  Georgia's  problem.  This 
state,  he  said,  passed  an  income  tax  law  something  similar  to  the 
South  Carolina  Act  of  1922,  whereunder  it  is  required  that  federal 
taxpayers  in  Georgia  are  required  to  pay  one-third  the  amount  of 
tax  required  to  lie  ])aid  to  the  Federal  Treasury  to  the  state  of 
Georgia. 

The  difficulties,  he  said,  that  the  commission  is  meeting  with  in 
administering  the  law  arise  from  the  fact  that  the  law  lacks  ade- 
quate provisions  for  allocating  net  income  to  businesses  operating 
within  and  without  the  state. 

He  exjircssed  himself  as  being  in  favor  of  an  income  tax  act  for 
the  state  independent  of  any  federal  act. 

Interesting  discussions  of  the  many  phases  of  income  administra- 
tion were  entered  into  bv  :\lr.  \V.  L.  C'orrell  and  Air.  X.  J.  Watten- 
barger  of  Missouri.  Mr.  K.  I..  1 'aimer  of  Xew  York.  Mr.  Geo.  M. 
Hagee  of  St.  Louis,  Mr.  J.  Bryan  Gross  ot  St.  Louis,  and  others. 
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INHERITANCE  TAXES 
Summary  of  Group  Discussion 

SETH   T.   cole,   group   LEADER 
Deputy  State  Tax  Commissioner  of  New  York 

The  discussion  was  participated  in  by  representatives  of  fifteen 
states  and  the  province  of  Ontario.  In  the  main,  the  discussion 
centered  about  practical  problems  arising  in  the  administration  of 
death-tax  laws  and  consisted  of  an  exchange  of  viewpoints  among 
those  present. 

Mr.  Ray  L.  Riley,  controller  of  the  state  of  California,  pre- 
sented the  problem  involved  in  the  creation  of  non-resident  trusts 
which  become  subject  to  death  taxation  at  the  domicile  of  the 
trustor.  He  pointed  out  that  in  such  cases  it  may  be  impossible  for 
the  state  of  domicile  to  enforce  its  death  tax  because  of  lack  of 
control  over  any  of  the  property  included  in  the  trust  estate.  The 
problem  is  similar  to  but  not  exactly  the  same  as  that  involved  in 
the  estate  of  Alice  C.  Martin,  now  in  litigation  in  the  New  York 
courts,  reference  to  which  will  be  found  in  the  proceedings  of  this 
conference  in  the  discussion  by  I\Ir.  Cole  of  the  paper  reviewing 
leading  tax  decisions  presented  by  Mr.  J.  S.  Waterman,  dean  of 
Law  School  of  the  University  of  Arkansas,  at  the  fifth  session  on 
Wednesday  morning,  October  twenty-second.  It  was  the  consensus 
of  opinion  that  action  by  the  states  should  be  withheld  pending  the 
final  outcome  of  the  Martin  case.  When  that  case  is  settled  it  may 
be  found  advisable  to  launch  a  campaign  for  reciprocal  laws  or  to 
take  such  other  action  as  may  be  deemed  advisable  to  effect  a 
remedy. 

Mr.  William  D.  Kelly,  state  supervisor  of  the  Transfer  and 
Inheritance  Tax  Bureau  of  New  Jersey,  discussed  the  difficulties  in 
which  inheritance  tax  administrators  have  become  involved  because 
of  the  shrinkage  in  values  of  estates  due  to  the  slump  in  the  stock 
market.  In  many  instances,  there  has  been  a  depreciation  in  values 
between  the  date  of  death  of  a  decedent  and  the  date  when  the  death 
tax  is  determined  of  fifty  per  cent  or  more.  In  some  cases,  values 
have  decreased  to  such  an  extent  that  the  residuary  legatees  have 
actually  received  nothing,  although  on  the  basis  of  values  as  of  the 
date  when  the  decedent  died  there  was  a  large  residue.  It  developed 
that  in  some  instances  it  is  being  contended  that  where  legatees 
actually  receive  nothing  there  can  be  no  tax,  even  though  on  the 
basis  of  values  at  the  death  of  the  decedent  such  legatees  would 
have  received  substantial  amounts.  It  also  has  been  claimed  that 
where  there  has  been  a  substantial  depreciation  in  value  subsequent 
to  death  the  valuation  should  be  made  as  of  the  date  of  distribution 
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instead  of  as  of  the  date  of  death.  The  discussion  disclosed  that 
invariably  values  are  determined  as  of  the  date  of  the  decedent's 
death,  but  that  there  are  different  methods  of  arriving  at  such 
values.  In  some  ca.ses,,  values  are  averaged  over  a  reasonable 
period,  both  before  and  after  death,  but  in  the  majority  of  cases 
values  as  of  the  date  of  death  are  taken.  Mr.  Kelly  pointed  out 
that  there  is  little  ditterence  in  principle,  so  far  as  the  legatees  are 
concerned,  between  a  shrinkage  in  values  occurring  after  death  and 
a  shrinkage  in  the  estate  due  to  peculations  on  the  part  of  the 
executor. 

Mr.  Lixx  L.  Reist,  of  the  Pennsylvania  Department  of  Revenue, 
discussed  the  relative  merits,  from  the  administrative  standpoint,  of 
the  estate  tax  as  compared  with  the  inheritance  tax.  In  this  con- 
nection, the  subject  of  the  taxation  of  contingent  transfers  was 
considered.  One  of  the  main  reasons  advanced  in  favor  of  the 
estate  tax  was  that  difficulties  with  relation  to  the  taxation  of  con- 
tingent transfers  are  eliminated  thereby.  In  some  jurisdictions,  a 
fairly  satisfactory  method  of  handling  the  contingent  transfer  under 
an  inheritance-tax  law  is  by  means  of  a  provision  whereby  taxes 
upon  contingent  transfers  may  be  compromised  by  agreement. 

Considerable  time  was  devoted  to  a  discussion  of  the  provision 
of  the  Federal  Estate  Tax  Law  which  allows  a  credit  against  the 
tax  thereby  imposed  up  to  eighty  per  cent  thereof  for  death  taxes 
paid  to  the  states.  The  possibility  of  conflicting  claims  to  the  eighty 
per  cent  credit  by  two  or  more  jurisdictions  was  canvassed.  It  ap- 
pears that  thus  far  no  real  difficulty  has  been  encountered  because 
of  the  willingness  of  the  death  tax  administrators  of  the  various 
states  to  get  together  and  compromise  their  claims.  Should  any 
state  assume  a  stubborn  attitude  very  interesting  legal  problems 
may  develop. 

The  status  of  death-tax  reciprocity  was  discussed  with  particular 
reference  to  those  states  which  have  not  as  yet  enacted  reciprocal 
laws.  In  some  of  the  latter,  there  was  apparent  a  willingness  to 
cooperate  in  the  reciprocity  movement  and  fair  promise  that  reci- 
procity laws  will  be  enacted  during  the  year  1931. 

That  questions  relative  to  the  domicile  of  decedents  are  among 
the  most  perplexing  which  confront  the  death  tax  administrator  was 
conceded.  Particular  cases  involving  domicile  were  presented  and 
there  was  a  general  discussion  of  the  principles  upon  which  domi- 
cile is  based. 

Among  those  who  participated  in  the  discussion,  other  than  those 
already  mentioned,  were  Mr.  W.  T.  McConnell.  inheritance  tax 
attorney  of  Oklahoma:  Mr.  L.  IM.  Riely  of  New  York;  Mr.  C.  B. 
Ullum.  inheritance  tax  administrator  of  Indiana;  Mr.  W.  K.  Mon- 
tague, assistant  attorney  general  of  Minnesota;   Mr.  Jonathan  M. 
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Steere,  vice-president  of  the  Girard  Trust  Company  of  Philadel- 
phia, Pa.;  Mr.  John  V.  Wicklund,  chief  examiner  of  inheritance 
taxes  of  Iowa;  Mr.  W.  E.  Baird,  public  accountant  of  Kansas  City, 
Missouri;  Mr.  S.  W.  Timmons,  inheritance  tax  clerk  of  Kansas; 
Mr.  Walter  Pleasant,  chairman  of  the  State  Tax  Commission  of 
Kansas;  Mr.  W.  N.  Clawson  of  Lawrence,  Kansas;  Mr.  E.  T.  Ward 
of  the  Bank  of  Montreal;  Mr.  J.  T.  White,  controller  of  currency 
of  the  Province  of  Ontario;  Mr.  Harold  W.  James,  inheritance  tax 
attorney  of  Rhode  Island;  Mr.  Joseph  Ryan  of  the  Equitable  Trust 
Company  of  New  York,  and  Miss  Grace  E.  Killian,  of  Kidder, 
Peabody  &  Company,  Boston,  Massachusetts. 

SALES  AND  EXCISE  TAXES 

ROY  A.  LITTLE,   GROUP  LEADER 
Director,  License  Tax  Division,  South  Carolina  Tax  Commission 

About  twenty  people  were  present  and  participated  in  the  discus- 
sion of  excise  taxes.  The  chairman  opened  the  discussion  by  ex- 
plaining the  consumption  or  excise  tax  laws  of  South  Carolina. 
Practically  every  one  present  requested  information  as  to  adminis- 
trative features  of  the  soft  drinks  and  tobacco  tax  laws  which  have 
been  in  effect  in  South  Carolina  for  several  3-ears.  From  sentiment 
expressed  and  questions  asked  it  was  evident  that  real  property  was 
being  excessively  taxed  and  that  selected  commodity  taxes  offered 
the  way  for  relief  to  general  property. 

Those  taking  part  in  the  general  discussion  were :  John  E.  Brind- 
ley.  professor  of  Economics,  State  College.  Ames.  Iowa;  Frank  H. 
Sterling,  chairman,  State  Board  of  Assessors,  Augusta.  Me.;  Mrs. 
Paul  Gamble,  of  Research  Commission,  Greenville,  Miss.;  W.  S. 
Booton,  director,  Excise  Tax  Division,  Nashville,  Tenn. ;  John  A. 
Smith,  director.  Gross  Receipts  Tax  Department,  Atlanta,  Ga.,  and 
others. 

Mr.  John  A.  Smith,  director,  Gross  Receipts  Tax  Department, 
Atlanta,  Ga.,  gave  a  very  interesting  resume  of  the  gross  receipts 
tax  in  Georgia  and  indicated  that  the  law  was  not  producing  the 
revenue  that  was  anticipated  and  needed  some  amendments;  other- 
wise it  was  proving  very  satisfactory. 
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Theodore  S.  Cady,  presiding-. 

Chairman  Fairchild:  Don't  you  think  it  would  be  well  if  you 
gentlemen  in  the  back  of  the  room  would  come  forward  to  some  of 
these  vacant  seats?  The  speakers  will  appreciate  it  and  you  will 
find  it  easier  to  hear. 

Before  we  start  the  afternoon  program  I  will  ask  I\Ir.  John  C. 
Watson  of  Illinois  to  make  an  announcement  regarding  the  Farm 
Bureau  meeting  tomorrow. 

John  C.  Watson  (Illinois):  Ladies  and  Gentlemen:  I  wish  to 
make  a  definite  announcement  concerning  the  meeting  which  the 
American  Farm  Bureau  Federation  is  calling  at  the  close  of  this 
convention.  By  reason  of  the  fact  that  the  Tax  Conference  was 
expected  originally  to  close  tomorrow  forenoon  we  had  planned  to 
hold  that  meeting  tomorrow  afternoon.  Because  of  the  closing  of 
the  National  Tax  Conference  this  evening,  our  meeting  will  begin 
tomorrow  morning  at  nine  o'clock,  in  Room  225  of  this  hotel. 

I  wish  to  say  this,  there  is  no  set  program.  The  Farm  Bureau  is 
not  trying  to  sell  any  program  to  anybody.  It  is  merely  asking  the 
people  who  are  interested  in  trying  to  develop  a  program  and  look- 
ing forward  to  some  action  for  the  relief  of  property,  which  is 
now  most  oppressed,  and  I  am  referring  now  not  to  farm  property 
but  to  real  estate,  to  meet  and  discuss  this  thing  and  have  an  inter- 
change of  ideas  looking  forward,  perhaps  not  immediately  but  at 
some  time  in  the  future,  to  an  agreement.  I  hope  that  this  will  be 
the  first  of  a  long  series  of  meetings  of  this  kind.  An  invitation 
goes  to  anyone  who  has  that  interest.  Special  invitations  were  sent 
to  some.  We  did  not  know  who  would  be  here.  A  large  number 
have  been  sent  out.  Now  we  hope  that  everyone  who  is  interested 
will  come  and  express  his  ideas.  No  one  will  be  bound  by  any 
action  that  is  there  taken.  There  is  no  desire  to  bind  anyone.  It 
is  to  be  merely  a  free  interchange  of  ideas  on  a  definite  subject,  or 
subjects  such  as  will  be  taken  up  at  that  time. 

Franklin   S.   Fdmonds    (Pennsylvania")  :    May   I  ask.   is  it  ex- 
])ccted  to  be  an  all-dav  conference  or  just  the  forenoon? 
(336) 
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Mr.  Watson  :  As  to  the  length  of  time  which  it  may  last,  person- 
ally I  doubt  very  much  whether  it  will  extend  beyond  the  noon 
hour,  although  it  might  do  so. 

Chairman  Fairchild:  May  I  remind  the  conference  again  that 
it  is  now  planned  to  adjourn  the  conference  finally  after  the  session 
tonight.  We  have  so  telescoped  things  that  everything  provided  for 
tomorrow  morning  can  be  taken  care  of  by  that  time.  It  does  mean 
we  will  have  a  full  program  this  evening,  and  I  propose  that  the 
session  begin  promptly  at  eight  o'clock,  and  I  will  appreciate  your 
cooperation  in  making  that  possible,  as  I  have  most  thoroughly 
appreciated  that  cooperation  all  through  the  week. 

The  session  this  afternoon  is  divided  into  two  parts,  with  two 
different  presiding  officers.  I  am  very  glad  indeed  that  Mr.  Cady 
presides  over  the  first  half,  because  it  gives  me  an  opportunity 
which  I  have  been  looking  for  all  week,  to  say  in  behalf  of  myself 
and  the  members  of  the  conference  a  word  of  appreciation  for  the 
courteous  hospitality  which  we  have  enjoyed  in  Kansas  City  this 
week.  I  do  not  recall  any  previous  conference  at  which  the 
arrangement  for  the  comfort  and  convenience  and  pleasure  of  the 
delegates  has  been  more  carefully  worked  out  or  more  successfully 
executed.  You  all  enjoyed  the  banquet  last  night,  I  am  sure.  You 
have  appreciated  the  arrangements  made  for  our  meetings.  You 
have  appreciated  the  entertainment  which  has  been  furnished  us, 
especially  the  ladies.  I  am  about  to  present  as  presiding  officer,  for 
the  first  half  of  this  session,  Mr.  Theodore  Cady,  the  chairman  of 
the  local  committee  on  arrangements,  and  in  presenting  him  to  you 
I  wish  to  express  to  him  our  sincere  thanks  and  appreciation  of  the 
courtesies  we  have  received  here  this  week.  It  is  a  great  pleasure 
to  have  INIr.  Cady  before  you  this  afternoon  and  presiding  at  this 
session. 

Theodore  S.  Cady,  presiding. 

Chairman  Cady  :  Mr.  Chairman  and  Gentlemen,  I  assure  you 
that  it  is  a  real  pleasure  to  have  the  National  Tax  Conference  in 
Kansas  City  this  year.  We  were  a  bit  handicapped  by  the  noise  of 
construction  of  the  new  building  directly  across  the  street,  but  some 
solution  of  the  problems  that  were  confronting  us  always  seemed  to 
show  up  at  the  right  time.  We  are  delighted  that  the  president  and 
the  members  have  expressed  their  appreciation  in  a  very  nice  way. 
I  count  it  also  a  real  pleasure  to  preside  at  this  afternoon's  session. 

Most  of  you  will  recall  that  the  committee  on  reciprocity  in  in- 
heritance tax  legislation  was  appointed  by  the  organization  in  1927 
and,  I  think,  made  its  final  report  in  1929,  so  far  as  exclusive 
inheritance  tax  legislation  was  concerned.  In  1929  the  title  and  the 
functions  of  that  committee  were  changed  somewhat,  retaining 
almost  the  same  personnel  and  the  same  chairman.  The  work  of 
22 
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the  committee  is  now  a  bit  more  widely  divergent,  and  it  has 
assumed  the  task  of  having  uniform  tax  legislation,  where  such 
uniformity  is  desirable,  enacted  in  different  states.  That  is  a  won- 
derful movement.  No  one  can  question  that.  The  Reciprocity  in 
Inheritance  Taxation  Committee  has  been  one  of  the  most  success- 
ful committees  that  the  National  Tax  Association  has  ever  had. 

I  think  perhaps  a  word  concerning  the  results  of  uniform  inheri- 
tance tax  legislation  is  proper.  You  will  recall  that  the  United 
States  Supreme  Court  recently  rendered  two  very  important  de- 
cisions, following  the  work  of  the  committee  in  having  uniform 
legislation  adopted  in  thirty  or  more  states — that  is,  not  altogether 
uniform  but  the  results  were  practically  the  same.  One  of  those 
cases  originated  in  Missouri,  known  as  the  Baldwin  case,  and  an- 
other, which  antedated  the  Missouri  case,  originated  in  Minnesota, 
and  the  court  in  each  of  those  decisions  upheld  the  position  of  the 
Reciprocity  Committee.  It  is  with  pleasure  that  I  present  to  the 
conference  Mr.  Franklin  S.  Edmonds  of  Pennsylvania,  Chairman 
of  the  Committee  of  the  National  Tax  Association  on  Uniformity 
and  Reciprocity  in  State  Taxing  Legislation. 

REPORT  OF  THE  COMMITTEE  OF  THE  NATIONAL  TAX 

ASSOCIATION  ON  UNIFORMITY  AND  RECIPROCITY 

IN  STATE  TAXING  LEGISLATION 

F.   S.   EDMONDS,   CHAIRMAN 

At  the  Twenty-second  Annual  National  Tax  Conference  held  at 
Saranac  Inn  in  September,  1929,  the  following  resolution  was 
unanimously  adopted : 

''Resolved,  That  the  conference  recommend  to  the  National 

Tax  Association  the  appointment  of  a  committee  to  investigate 

the  subject  of  uniformity   and   reciprocity   in   state   and  local 

taxation,  to  report  to  the  next  conference." 

Pursuant  to  this  resolution,  the  president  of  the  National  Tax 

Association  appointed  the  undersigned  as  a  committee  to  consider 

the  subject  matter  of  the  resolution,   and  this   committee  submits 

herewith  its  first  and  preliminary  report,  in  which  two  subjects  will 

be  considered,  viz : 

(a)  Reciprocity  in  State  Inheritance  Taxation. 

(b)  Uniformity  in  State  Taxing  Legislation. 

First:  Reciprocity  in  State  Inheritance  Taxation 
The  argument  for  reciprocity  has  been  presented  so  frequently  to 
the  conferences  of  this  Association,  that  it  requires  no  elaboration 
at  this  time.  Reference  is  made  to  the  final  report  of  the  original 
committee  on  Reciprocity  in  Inheritance  Taxation  which  was  pre- 
sented at  the  Saranac  Inn  conference  for  a  complete  history  of  the 
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movement.  .Vt  the  time  this  report  was  presented,  the  reciprocal 
movement  included  thirty-seven  states,  the  District  of  Columbia,  ;he 
Territory  of  Hawaii,  the  Province  of  Ontario  and  the  Territory  of 
the  Yukon  of  the  Dominion  of  Canada.  During  the  past  year  few 
of  the  state  legislatures  have  been  in  session,  and  consequently  the 
chief  progress  has  been  made  in  Canada. 

Reciprocity  with  Prince  Edward  Island  came  into  effect  April 
10th,  1930.  It  is  to  be  noted,  however,  that  this  reciprocity  does  not 
apply  to  the  reciprocal  states  of  Idaho,  Illinois,  Maine,  Mississippi, 
North  Carolina  and  Wisconsin  in  the  United  States,  because  in 
these  states  the  provisions  of  the  reciprocity  acts  do  not  include  the 
foreign  jurisdictions. 

This  condition  would  suggest  to  the  reciprocal  states  the  advan- 
tages of  adopting  the  uniform  reciprocal  statute,  which  was  framed 
by  Seth  T.  Cole,  Esq.,  of  the  New  York  State  Tax  Commission. 
If  all  states  adopted  this  statute,  it  would  result  in  a  maximum  of 
reciprocal  benefits  for  their  own  decedents. 

In  the  Province  of  Saskatchewan  in  the  Dominion  of  Canada  the 
reciprocal  law  was  authorized  March  27th,  1930,  when  proclaimed 
by  the  Lieutenant  Governor ;  similarly,  in  the  Province  of  Manitoba. 
In  neither  of  these  provinces  have  the  administrative  provisions 
been  completed  as  yet.  The  state  of  New  York  has  enacted  an 
estate  tax  and  has  omitted  therefrom  any  taxation  of  the  intangible 
personal  property  of  non-resident  decedents. 

These  are  the  chief  legislative  advances  of  the  year,  and  it  leaves 
us  still  with  eleven  states  of  the  United  States  not  in  reciprocity, 
namely:  Arizona.  Kansas,  Kentucky,  Louisiana,  Minnesota,  Mon- 
tana, Nebraska,  North  Dakota,  Oklahoma,  South  Dakota  and  Utah. 
But  few  of  the  legislatures  of  these  states  were  in  session  in  1930; 
but  most  of  these  legislatures  will  be  in  session  in  1931,  and  it  is 
hoped  that  the  interest  which  has  attached  to  this  movement  in  the 
past  may  still  continue  until  the  legislation  of  all  the  states  has  been 
made  uniform. 

But  while  the  legislative  progress  for  the  year  has  not  been 
marked,  there  have  been  a  number  of  judicial  decisions  which  have 
attracted  widespread  attention.  On  January  6th,  1930,  the  Supreme 
Court  of  the  United  States  handed  down  an  opinion  in  Farmers 
Loan  &  Trust  Cmnpany,  Executor  under  the  Will  of  Henry  R. 
Taylor,  Deceased,  v.  The  State  of  Minnesota.  The  decedent,  while 
a  resident  of  New  York,  died  testate  owning  negotiable  bonds  and 
certificates  of  indebtedness  issued  by  the  state  of  Minnesota  and  the 
cities  of  Minneapolis  and  St.  Paul,  worth  above  $300,000.  The 
state  of  Minnesota  assessed  its  transfer  tax  and  its  Supreme  Court 
approved  this  tax.  But  upon  appeal  to  the  Supreme  Court  of  the 
United  States,  it  was  reversed  in  an  interesting  opinion  by  Mr.  Jus- 
tice   McReynolds,    in    which    the   court   overruled   the    decision    in 
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Blackstonc  v.  Miller,  which  has  long  been  cited  as  authority  for  a 
state  tax  on  the  tangibles  of  a  non-resident  decedent.  In  part,  Jus- 
tice McReynoIds  stated  as  follows : 

'' Blackstonc  v.  Miller,  supra,  and  certain  approving  opinions, 
lend  support  to  tlie  doctrine  that  ordinarily  choses  in  action  are 
subject  to  taxation   both   at  the  debtor's  domicile  and   at  the 
domicile  of  the  creditor;  that  two  states  may  tax  on  different 
and  more  or  less  inconsistent  principles  the  same  testamentary- 
transfer  of  such  property  without  conflict  with  the  Fourteeenth 
Amendment.    The  inevitable  tendency  of  that  view  is  to  disturb 
good  relations  among  the  states  and  produce  the  kind  of  dis- 
content expected  to  subside  after  establishment  of  the  Union. 
The  Federalist,  No.  YII.     The  practical  effect  of  it  has  been 
bad;  perhaps  two-thirds  of  the  states  have  endeavored  to  avoid 
the  evil  by  resort  to  reciprocal  exemption  laws.     It  has  been 
stoutly  assailed  on  principle.    Having  reconsidered  the  support- 
ing arguments  in  the  light  of  our  more  recent  opinions,  we  are 
compelled   to   declare   it   untenable.     Blackstone   v.    Miller   no 
longer  can  be  regarded  as  a  correct  exposition  of  existing  law; 
and  to  prevent  misunderstanding  it  is  definitely  overruled." 
It  is  to  be  noted  that  Justice  Holmes,  who  delivered  the  opinion 
of  the  Supreme  Court  in  Blackstone  v.  Miller,  and  Justice  Brandeis, 
dissented  from  this  decision.     Four  months  later  this  was  followed 
by  the  decision  of  the  same  court  in  Baldwin  ct  al.  v.  The  State  of 
Missouri,  which  held  that  bank  deposits,  negotiable  bonds,  and  notes, 
for  the  purposes  of  inheritance  taxation,  even  if  physically  within 
the  state,  had  a  situs  at  the  domicile  of  the  creditor  only,  and  that 
where  he  was  a  non-resident  these  assets  were  not  subject  to  the 
transfer  tax  of  any  other  state.     This  opinion  was  again  rendered 
by   I\Ir.   Justice  McReynolds.   with   dissents   from  Justice   Holmes, 
Justice  Brandeis  and  Justice  Stone.    It  may  be  worth  while  to  quote 
an  extract  from  the  vigorous  dissenting  opinion  of  Justice  Holmes. 

■'  I  have  not  yet  adequately  expressed  the  more  than  anxiety 
that  I  feel  at  the  ever-increasing  scope  given  to  the  Fourteenth 
Amendment  in  cutting  down  what  I  believe  to  be  the  constitu- 
tional rights  of  the  states.  As  the  decision  now  stands  I  see 
hardly  any  limit  but  the  sky  to  the  invalidating  of  those  rights 
if  they  happen  to  strike  a  majority  of  this  Court  as  for  any 
reason  undesirable.  I  can  not  believe  that  the  Amendment  was 
intended  to  give  us  carte  blanche  to  embody  our  economic  or 
moral  beliefs  in  its  prohibitions.  Yet  I  can  think  of  no  nar- 
rower reason  that  seems  to  me  to  justify  the  present  and  the 
earlier  decisions  to  which  I  have  referred.  Of  course  the 
words  'due  process  of  law'  if  taken  in  their  literal  meaning 
have  no  application  to  this  case;  and  while  it  is  too  late  to  denj' 
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that  they  have  been  given  a  much  more  extended  and  artificial 
signification,  still  we  ought  to  remember  the  great  caution 
shown  by  the  Constitution  in  limiting  the  power  of  the  states, 
and  should  be  slow  to  construe  the  clause  in  the  Fourteenth 
Amendment  as  committing  to  the  Court,  with  no  guide  but  the 
Court's  own  discretion,  the  validity  of  whatever  laws  the  states 
may  pass.  In  this  case  the  bonds,  notes  and  bank  accounts 
were  within  the  power  and  received  the  protection  of  the  state 
of  Missouri ;  the  notes  so  far  as  appears  were  within  the  con- 
siderations that  I  offered  in  the  earlier  decisions  mentioned,  so 
that  logically  Missouri  was  justified  in  demanding  a  quid  pro 
quo;  the  practice  of  taxation  in  such  circumstances  I  think  has 
been  ancient  and  widespread,  and  the  tax  was  warranted  by 
decisions  of  this  Court.  Liverpool  &  London  &  Globe  Ins.  Co. 
v.  Assessors  for  the  Parish  of  Orleans,  221  U.  S.  346,  354,  355, 
31  S.  Ct.  550,  55  L.  Ed.  762,  L.  R.  A.  1915C,  903;  Wheeler  v. 
Sohmer,  233  U.  S.  434,  34  S.  Ct.  607,  58  L.  Ed.  1030.  (I  sup- 
pose that  these  cases  and  many  others  now  join  Blackstone  v. 
Miller  on  the  Index  Expurgatorius — but  we  need  an  authorita- 
tive list.)  It  seems  to  me  to  be  exceeding  our  powers  to  de- 
clare such  a  tax  a  denial  of  due  process  of  law. 

"And  what  are  the  grounds?     Simply  so  far  as  I  can  see 
that  it  is  disagreeable  to  a  bondowner  to  be  taxed  in  two  places. 
Very  probably  it  might  be  good  policy  to  restrict  taxation  to  a 
single  place,  and  perhaps  the  technical  conception  of  domicile 
may  be  the  best  determinant.     But  it  seems  to  me  that  if  that 
result  is  to  be  reached  it  should  be  reached  through   under- 
standing among  the  states,  by  uniform  legislation  or  otherwise, 
not  by  evoking  a  constitutional  prohibition   from  the  void  of 
'  due  process  of  law  '  when  logic,  tradition  and  authority  have 
united  to  declare  the  right  of  the  state  to  lay  the  now  pro- 
hibited tax.'' 
These  opinions  have  been  accepted  by  the  various  state  courts  in 
a  number  of  decisions  affecting  bonds,  and  the  interesting  question 
arises  as  to  whether  they  indicate  a  possible  decision  of  the  Supreme 
Court  in  the  future  when  a  question  is  presented  concerning  the 
stock  of  a  domestic  corporation  owned  by  a  non-resident  decedent. 
There  are  many  taxing  experts  who  believe  that  when  the  question 
is  fairly  presented  to  the  Supreme  Court,  it  will  lay  down  the  same 
principle  with  reference  to  stocks  that  it  has  already  laid  down  with 
bonds.    Until  this  decision  is  rendered,  however,  the  taxing  authori- 
ties of   the   states   which   impose   taxes   upon   intangibles   of   non- 
resident decedents,  have  continued  to  collect  these  taxes  upon  stocks. 
In  a  recent  decision,  however,  in  the  state  of  Kentucky,  the  Jeffer- 
son Countv  Court  refused  to  sustain  such  a  tax  on  the  stock  of  a 
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domestic  corporation,  and  it  is  quite  possible  that  the  question  will 
soon  be  presented  flatly  to  the  Supreme  Court  of  the  United  States. 

Until  there  is  a  decision,  however,  which  definitely  controls  all 
forms  of  intangibles,  your  committee  is  of  opinion  that  the  cam- 
paign for  reciprocity  should  go  on,  not  only  because  of  the  desir- 
able end  to  be  attained,  but  also  because  if  uniform  action  can  be 
secured  by  all  of  the  states  on  this  one  problem  of  taxation,  it  will 
be  a  great  incentive  to  future  movements  of  cooperation  and  uni- 
formity which  may  involve  even  more  important  questions. 

We  append  to  this  section  of  the  report  the  statutory  provisions 
of  Prince  F.dward  Island  and  Saskatchewan, 

Prixce  Muwakd  Island 

§  6018-A.  (7)'  The  tax  imposed  by  this  Act  in  respect  of  per- 
sonal property  (except  tangible  personal  property  having  an  actual 
situs  in  Prince  Edward  Island)  shall  not  be  payable  (a)  if  the 
transferrer  at  the  time  of  his  death  was  a  resident  of  a  Province  of 
Canada,  or  of  a  state  or  territory  of  the  United  States,  or  of  any 
foreign  country  which  at  the  time  of  his  death  did  not  impose  a 
Transfer  Tax,  Death  Tax  or  Succession  Duty  of  any  character  in 
respect  of  personal  property  of  residents  of  Prince  Edward  Island 
(except  tangible,  personal  property  having  an  actual  situs  in  such 
province,  state  or  territory  or  foreign  country)  ;  or  (b)  if  the  laws 
of  the  province,  state  or  territory  or  country  of  residence  of  the 
transferrer  at  the  time  of  his  death  contained  a  reciprocal  exemption 
provision  under  which  non-residents  were  exempted  from  Transfer 
Taxes,  Succession  Duties  or  Death  Taxes  of  every  character  in 
respect  of  personal  property  (except  tangible  personal  property  hav- 
ing an  actual  situs  therein),  provided  the  province,  state  or  territory 
or  country  of  residence  of  such  non-residents  allowed  a  similar  ex- 
emption to  residents  of  the  province,  state,  territory  or  country  of 
residence  of  such  transferrer,  and  for  the  purposes  of  this  section. 

(a)  The  District  of  Columbia  and  possessions  of  the  United  States 
shall  be  considered  territories  of  the  United  States ; 

(b)  Any  tax  imposed  under  the  United  States  Revenue  Act  shall 
not  be  considered  a  Transfer  Tax,  Death  Tax  or  Succession 
Duty  in  respect  of  personal  property  of  residents  of  Prince 
Edward  Island ; 

(c)  The  terms  "  foreign  country  "  and  "  country  "'  shall  mean  both 
any  foreign  country  and  any  political  subdivision  thereof,  and 
either  of  them  in  which  the  transferrer  was  domiciled  at  the 
time  of  his  death ; 

(d)  "  Intangible  personal  property  "  shall  mean  incorporeal  prop- 
erty, including  money,  deposits  in  banks,  mortgages,  debts, 
receivables,  shares  of  stock,  bonds,  notes,  credits,  evidences  of 
any  interest  in  property  and  evidences  of  debt : 

(e)  All  other  personal  property  shall  he  considered  as  tangible 
personal  property.     (I.azvs,  1930.) 
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Saskatchewan 
Provision  for  reciprocity  to  prevent  double  taxation : 
§8049.  (i)  Subject  to  the  provisions  of  subsection  (2)  where, 
upon  property  locally  situated  outside  Saskatchewan  or  any  interest 
therein,  there  has  been  paid  any  estate,  succession  or  legacy  duty  or 
tax  elsewhere  than  in  Saskatchewan,  an  allowance  for  the  amount  so 
paid  shall  be  made  by  this  province,  and  the  property  upon  which 
such  duty  or  tax  has  been  paid  elsewhere  shall  be  subject  to  payment 
only  of  the  amount,  if  any,  by  which  the  duty  herein  provided  ex- 
ceeds the  duty  or  tax  so  paid  elsewhere. 

§  8050.     (2)   Such  allowance  shall  be  made  only  : 

(a)  as  to  any  country  where  an  allowance  is  made  for 
the  succession  duty  paid  under  this  Act  on  property 
situate  in  Saskatchewan,  passing  on  the  death  of  a 
person  domiciled  elsewhere  than  in  Saskatchewan  ;  and 
§8051.      (b)   if   the   Lieutenant   Governor   in   Council  by  order   in 
covmcil  has  extended  the  provisions  of  subsection  (i) 
to  apply  to  such  country. 
§8052.     (3)   The  Lieutenant  Governor  in  Council  may  revoke  any 
such  order,  where  it  appears  that  the  law  of  the  country  has  been 
so  altered  that  it  would  not  authorize  the  making  of  an  order  here- 
under. 

§  8053.  (4)  For  the  conjoint  purpose  of  this  section  and  of  sec- 
tion 20  of  the  Finance  Act,  1894,  of  the  United  Kingdom,  the  local 
situation  of  any  property  shall  be  determined  in  accordance  with  the 
law  in  force  for  the  time  being  in  Great  Britain  or  Northern  Ire- 
land, as  the  case  may  require.     1923,  c.  13,  s.  6,  amended. 

§8054.  (5)  The  tax  imposed  by  this  Act  in  respect  of  personal 
property  (except  tangible  personal  property  having  an  actual  situs  in 
Saskatchewan)  shall  not  be  payable: 

(a)  if  the  deceased  was,  at  the  time  of  his  death,  resident 
in  a  country  which  did  not  impose  a  transfer  tax, 
death  tax  or  succession  duty  of  any  character  in  re- 
spect of  personal  property  of  residents  of  Saskat- 
chewan (except  tangible  personal  property  having  an 
actual  situs  in  such  country)  ;  or 
§  8055.  (b)  if  the  laws  of  that  country  contained  at  that  time  a 
reciprocal  provision  under  which  non-residents  were 
exempted  from  transfer  taxes,  succession  duties  or 
death  taxes  of  every  character  in  respect  of  personal 
property  (except  tangible  personal  property  having  an 
actual  situs  therein),  on  condition  that  the  country 
of  residence  of  such  non-residents  allowed  a  similar 
exemption  to  residents  of  that  country.  New. 
§8056.     (6)   For  the  purposes  of  this  section: 

(a)  The  word  "  country  "  shall  include  the  United  King- 
dom, a  British  Dominion,  colony  or  possession,  and  a 
foreign  country  or  a  political  division  or  possession 
of  a  foreign  country ; 
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§8057.  (b)  any  tax  imposed  under  the  United  States  Revenue 
Act  shall  not  be  considered  a  transfer  tax,  death  tax 
or  succession  duty  in  respect  of  personal  property  of 
residents  of  Saskatchewan. 

§  8058.  (c)  "  intangible  personal  property  "  shall  mean  incor- 
poreal property,  including  money,  deposits  in  banks, 
mortgages,  debts,  receivables,  shares  of  stock,  bonds, 
notes,  credits,  evidences  of  any  interest  in  property 
and  evidences  of  debt ; 

§8059.  (d)  all  other  personal  property  shall  be  considered  tan- 
gible personal  property.     New. 

§8060.  (7)  Subsections  (5)  and  (6)  shall  come  into  force,  with 
respect  to  any  country,  only  w'hen  the  Lieutenant  Governor  has  by 
proclamation  named  a  day  for  that  purpose.     New.     (Lazi's,  1930.) 

and  also  a  list  of  the  principal  corporations  of  the  non-reciprocal 

states. 

Principal  Corpor.a.tions  or  Nox-Reciprocal  States 
(Those  italicized  listed  in  New  York  and  Boston) 

Incorporated  in 

Alice  Gold.  Silver  Mining  Co.  Utah 

Amalgamated  Sugar  Co.  Utah 

Anaconda  Copper  Mining  Co.  Montana 

Anderson  Mfg.  Co.  Kentucky 

Ardsley  Butte  Mines,  Inc.  South  Dakota 

Arizona  Edison  Co.  Arizona 

Atchison.  Topeka  &  Santa  Fe  Ry.  Co.  Kansas 

Aurora  Consolidated  Mines  Corp.  Arizona 

Avery   (B.  F.)  and  Sons,  Inc.  Kentucky 

Axton-Fisher  Tobacco  Co.  Kentucky 

Belknap  Hardware  &  Mfg.  Co.  Kentucky 

Boston  Montana  Mines  Co.  Alontana 

Butter  &  Isele  Cons.  Mng.  Utah 

Butte  &  Superior  Mining  Co.  Arizona 

Butte-Ballaklava  Copper  Co.  Arizona 

Butte  Copper  Cons.  Mines  South  Dakota 

Callahan  Zinc-Lead  Co.  Arizona 

Capital  Gas  &  Elec.  Co.  Kansas 

Carnegie  Lead  &  Zinc  Co.  Arizona 

Carnegie  Metals  Co.  Arizona 

Central  Arizona  Light  &  Power  Co.  Arizona 

Cessna  Aircraft  Co.  Kan.sas 

Chase  Alines,  Inc.  Arizona 

Chief  Consol.  Mining  Co.  Arizona 

Claude  Neon  Elec.  Prod..  Inc.  Arizona 

Coleman  Lamp  &  Stove  Co.  Kansas 

Consolidated  Utilities  Co.  North  Dakota 

Consolidated  Wagon  &  ATachine  Co.  Utah 

Covington  &  Cincinnati  Bridge  Co.  Oliio,  Kentucky 
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Crystalite  Products  Corp. 

Cumberland  Pipe  Line  Co.,  Lie. 

Dixie  Ice  Cream  Co. 

Dixie  Power  Co. 

East  Butte  Copper  Mining  Co. 

Empire  District  Elec.  Co. 

First  National  Bank  of  Louisville 

Gila  Development  Co. 

Great  Northern  Iron  Ore  Properties 

Great  Northern  Raihvay  Co. 

Greene  Cananea  Copper  Co. 

Helvetia  Copper  Co. 

Inter  Mountain  Elec.  Co. 

Jumbo  Extension  Mining  Co. 

Kansas  City  Gas  Co. 

Kansas  Electric  Power 

Kansas  Power  Co. 

Kentucky  Title  Co. 

Kentucky  Utilities  Co. 

Lexington  Utilities  Co. 

Louisville  &  Nashville  R.  R.  Co. 

Louisville  Gas  &  Elec.  Co.  of  Kentucky 

Louisville  Railway  Co. 

McLaughlin,  Gormley,  King  Co. 

Merchants  Ice  &  Cold  Storage  Co. 

Minneapolis  Knitting  Works 

Minneapolis  Real  Estate  Associates 

Minneapolis,  St.  Paul  &  S.  S.  M.  Ry.  Co. 

Minneapolis  Steel  &  Machinery  Co. 

Minnesota  Power  &  Light  Co. 

Munsingzvear  Corp.  (not  listed) 

New  Dominion  Copper  Co. 

New  Mexico  &  Arizona  Land  Co. 

North  Butte  Mining  Co. 

Prairie  Oil  &  Gas  Co. 

Prairie  Pipe  Line  Co. 

Public  Utilities  Consolidated  Corp. 

Robert  St.  Associates  of  St.  Paul 

Rogers  Lumber  Co. 

St.  Paul  Business  Real  Est.  Asso.  Tr. 

St.  Paul  Central  Associates  Trust 

St.  Paul  Fire  &  Marine  Ins.  Co. 

Salt  Lake  Stock  &  Mining  Exchange 

Second  Duluth  Real  Estate  Asso.  Tr. 

Second  St.  Amusement  Co. 

Shattuck  Arizona  Copper  Co. 

Silver  King  Cons.  Mining  Co. 


Arizona 

Kentucky 

Kentucky 

Utah 

Arizona 

Kansas 

Kentucky 

Arizona 

Minnesota 

Minnesota 

Minnesota 

Arizona 

Utah 

Arizona 

Kansas 

Kansas 

Kansas 

Kentucky 

Kentucky 

Kentucky 

Kentucky 

Kentucky 

Kentucky 

Alinnesota 

Kentucky 

Minnesota 

Minnesota 

North  Dakota 

Minnesota 

Wisconsin 

Michigan 

Minnesota 

Minnesota 

Minnesota 

Arizona 

Arizona 

Minnesota 

Kansas 

Kansas 

Arizona 

Minnesota 

Minnesota 

Minnesota 

Minnesota 

Minnesota 

Utah 

Minnesota 

Kentucky 

Minnesota 

Utah 
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Southern  Pacific  Co.  Kentucky 

Southwestern  Miami  Development  Co.  Arizona 

Standard  Lily  Extension  Mines  Co.  Utah 

Standard  Oil  Co.  of  Kansas  Kansas 

Standard  Oil  Co.  Kentucky 

Superior  &  Boston  Copper  Co.  Arizona 

Swallow  Airplane  Co.  Kansas 

Tintic  Giant  Mines  Co.  Utah 

Tonopah  Extension  Mining  Co.  Arizona 

Union  Pacific  Railroad  Co.  Utah 

United  Eastern  Mining  Co.  Arizona 

Utah-Idaho  Sugar  Co.  Utah 

Walker-Mining  Co.  Arizona 

West  End  Cons.  Mining  Co.  Arizona 

White  Ivletal  Mining  Co.  Arizona 

Wyandotte  County  Gas  Co.  Kansas 

Wyman  Mining  Co.  Arizona 

Xumbcr  in  Bach  State 

Arizona  26 

Kansas    13 

Kentucky    17 

Minnesota    18 

Montana    2 

North  Dakota 2 

South  Dakota  3 

Utah    12 

Total    Q3 

— Ganse  Estate  Protection  Service — Boston.  ^lass. 


For  reasons  set  forth  in  the  last  report,  we  have  prepared  a  separate 
list  of  the  corporations  of  Louisiana  and  Nebraska. 

Prixcip.m,  Corpok.vtions  of  Louisiana  and  Nebraska 


(The 


italicized  listed  in  N 


Ayer  Timber  Company 

Baton  Rouge  Electric  Company 

Cloverland  Dairy  Products  Co..  Inc. 

Coca  Cola  Bottling  Co.  of  Chicago,  Inc. 

Commercial  Credit  Co..  Inc. 

Hortman-Salcm  Co.,  Inc. 

Insurance  Securities  Co.,  Inc. 

Lafayette  Fire  Ins.  Co. 

Lincoln  Tel.  &  Tel.  Co. 

Maison  Blanche  Co. 

Mente  &  Co.,  Inc. 

National  Realty  Co. 


ew  "\'ork) 

Incorporated  in 

Louisiana 

Louisiana 

Louisiana 

Louisiana 

Louisiana 

Louisiana 

Louisiana 

Louisiana 

Nebraska 

Louisiana 

Louisiana 

Louisiana 
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National  Sash  &  Door  Co.  Louisiana 

New  Orleans  Public  Service,  Inc.  Louisiana 

New  Orleans,  Texas  &■  Mexico  Ry.  Co.  Louisiana 

Omaha  &  Council  Blufi's  St.  Ry  Co.  Nebraska 

Saenger  Theatres,  Inc.  Louisiana 

Standard  Oil  Co.  of  Nebraska  Nebraska 

Vicksburg,  Shrevcport  &  Pacific  Ry.  Co.  Louisiana 

Wesson  Oil  &  Snowdrift  Co.,  Inc.  Louisiana 

Second:  Uniformity  in  State  Taxing  Legislation 

During  the  past  thirty  years,  and  particularly  since  the  World 
War,  business  has  been  reorganized  into  larger  units,  and  the  special 
characteristic  of  the  period  has  been  the  organization  of  vast  busi- 
nesses which  are  really  national  corporations  serving  every  part  of 
the  country.  As  a  business  extends  its  operations,  it  comes  neces- 
sarily under  a  variety  of  taxing  jurisdictions,  and  the  complexity 
of  the  tax  problem  to  the  taxpayer  becomes  evident.  Taxes  are 
imposed  upon  property,  income,  privilege  and  upon  any  other  tax 
basis  that  the  ingenuity  of  legislatures  can  devise.  They  are  based 
upon  a  wide  variety  of  reports,  and  they  have  caused  to  business  a 
heavy  super-tax  which  is  not  paid  to  the  state,  but  is  expended  in 
finding  out  what  the  tax  liability  to  the  state  may  be. 

Industry  is  being  educated  to  expect  heavy  taxation,  and  there  is 
a  commendable  spirit  among  some  of  the  large  businesses  in  favor 
of  recognizing  the  duty  of  industry  to  the  state,  in  the  payment  of 
a  just  share  of  its  income  to  government.  But  business  protests 
against  the  variety  of  methods  imposed  by  the  different  taxing  juris- 
dictions, the  wide  differences  in  the  information  which  is  required 
by  the  tax  assessor  and  the  cost  and  complications  to  business  of 
attempting  to  follow  an  infinite  variety  of  assessment  and  collection 
dates  which  frequently  lead  to  the  imposition  of  penalties  for  remiss- 
ness in  meeting  a  charge  which  the  business  was  ready  and  willing 
to  pay  if  it  had  had  adequate  information  concerning  its  nature. 

As  a  preliminary  basis  for  its  study,  the  committee  secured  in- 
formation from  four  large  corporations  which  are  engaged  in  inter- 
state business,  the  results  of  which  information  may  be  summarized 
as  follows : 

■'  A  "  corporation  is  engaged  in  business  in  thirty-five  states.  It 
pays  a  total  of  198  taxes,  or  an  average  of  six  per  state,  in  thirty- 
three  different  forms,  running  from  one  tax  to  thirteen  taxes  per 
state. 

■'  B  "  corporation  is  engaged  in  business  in  twenty-seven  states 
and  is  obliged  to  prepare  and  file  sixty  different  reports,  each  with 
peculiar  characteristics,  the  number  being  required  by  the  various 
states  running  from  one  report  to  five  per  year. 

"  C  "  corporation  is  engaged  in  business  in  thirty-six  jurisdictions 
and  finds  itself  subject  to  108  taxes  of  eighteen  varieties,  the  least 
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popular  being  imposed  by  one  state,  and  tbe  most  popular  by  twenty- 
four  states. 

"D"  corporation,  which  is  a  manufacturing  corporation,  has 
twelve  plants  in  the  United  States  and  Canada,  and  finds  that  its 
1928  taxes  varied  from  0.47  to  2.84  at  each  plant  in  the  ratio  of  the 
amount  of  taxes  to  the  book  value  of  taxable  property  and  from 
0.45  to  2.13  in  the  ratio  of  total  taxes  to  the  output  of  each  plant. 

The  above  computations  relate  simply  to  taxes  and  charges  im- 
posed by  the  state  and  property  taxes  imposed  by  the  local  govern- 
ment, and  does  not  include  a  wide  variety  of  local  license  fees  and 
other  charges  which  may  be  imposed  in  some  localities. 

This  situation  presents  a  challenge  to  the  National  Tax  Associa- 
tion. Upon  the  one  side  we  find  a  group  of  taxpayers  who  claim 
to  be  willing  to  pay  equitable  taxes  and  whose  prosperity  is  funda- 
mental in  American  life.  They  are  asking  not  necessarily  for  relief 
as  to  the  amount  of  taxation,  so  much  as  relief  in  the  variety  of 
taxation.  They  admit  the  necessities  of  the  state,  but  they  challenge 
the  policy  of  the  state  in  plaguing  them  with  a  series  of  inflictions 
which  are  comparable  in  number  and  bitterness  to  the  plagues  sent 
upon  Egypt. 

Your  committee  feels  that  it  is  its  function  to  examine  this  situa- 
tion, and  if  possible,  to  suggest  an  appropriate  line  for  relief.  In 
the  short  time  that  the  committee  has  been  at  work,  it  will  not  be 
possible  for  it  to  formulate  definite  recommendations,  but  the  cor- 
respondence of  the  committee  has  led  to  many  interesting  statements 
from  representatives  of  interstate  business  from  which  the  follow- 
ing may  be  selected  as  typical. 

■■  In  one  state,  for  example,  real  estate  and  personal  property 
is  by  statutory  provisions  required  to  be  assessed  at  actual 
value,  but  in  practice  a  percentage  of  actual  value  is  arbitrarily 
used  by  the  assessing  authorities,  varying  all  the  way  from  10% 
to  70%.  We  may  find  upon  investigation  that  a  rendition  for 
personal  property  taxes  at  one  location  would  be  fair  on  a  basis 
of  70%;  whereas  if  we  used  the  same  percentage  of  actual 
value  in  making  a  return  in  another  city  in  the  same,  or  in  an 
adjoining  county,  we  would  find  ourselves  paying  all  the  way 
from  60%  to  100%^  more  taxes  than  other  business  concerns, 
and  more  particularly  our  competitors.  We  are  thus  compelled 
to  spend  more  time  and  effort  in  finding  out  the  '  degree  '  of 
law  enforcement  than  we  si)end  in  handling  other  phases  of  our 
tax  work.  Multiplying  the  number  of  cities  in  each  county  by 
the  number  of  counties,  and  multiplying  the  result  by  the  num- 
ber of  states;  and  considering  that  in  each  one  of  these  taxing 
units  there  is  a  wide  difference  in  the  practice  as  respects 
different  classes  of  property;  and  that  there  are  any  number  of 
different  kinds  of  taxes  imposed  as  'property  taxes.'  one  gets 
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some  idea  of  the  complex  situation  we  are  confronted  with  in 
computing  our  tax  liability  for  state  and  local  purposes;  not  to 
mention  the  difticulties  encountered  in  acttially  paying  the  tax." 
Another  corporation  reports  as  follows : 

'■  Recently  an  attempt  was  made  to  impose  a  local  tax  upon 
one  of  my  companies  in  respect  to  accounts  receivable  due  from 
residents  of  local  jurisdiction,  notwithstanding  the  fact  that  the 
corporation  creditor  had  no  office  or  place  of  business  in  the 
local  jurisdiction  nor  was  it  doing  business  within  the  state  of 
which  the  local  jurisdiction  was  a  part.  The  local  assessors 
claimed  to  be,  and  in  fact  were,  supported  by  the  state  tax 
commission.  After  some  effort,  however,  I  succeeded  in  con- 
vincing the  representative  of  the  state  tax  commission  and  the 
local  assessors  that  such  a  tax  was  improper  and  unlawful. 

■'  Again,  some  states  attempt  to  include  in  business  done 
within  a  state  not  only  business  done  with  residents  of  that 
state,  whether  actually  consummated  and  completed  in  the  state 
or  not,  but  also  business  done  with  residents  of  other  states,  if 
the  orders  were  remitted  to  an  office  in  the  state,  although 
finally  accepted  in  a  third  state." 

A  third  corporation  directs  attention  to  inequities  in  the  income 
tax  situation  as  follows: 

"  For  example,  such  a  state  as  Arkansas,  w  hich  taxes  the 
entire  net  income  of  a  corporation  organized  under  its  laws. 
and  only  the  Arkansas  income  of  a  foreign  corporation,  penal- 
izes such  of  its  own  corporations  as  are  doing  an  interstate 
business. 

"  There  likewise  is  a  wide  variation  among  the  states  as  to 

other  taxes  imposed.     Some  states  levy  a  great  many  of  the 

so-called  nuisance  taxes;  others,  only  a  few.    For  example,  in 

Connecticut,  a  foreign  corporation  pays  a  license  fee  of  $50  for 

the  privilege  of  doing  business  in  that  state.     It  pays  an  annual 

tax  of  2%  of  its  net  Connecticut  income.     In  Georgia  it  pays 

a  fee  of  $1  for  the  license  privilege.     In  addition,  however,  it 

pays  an   income  tax  on  all   Georgia  income   at   one-third   the 

federal  rate,  a  sales  tax  on  its  gross  receipts,  and  in  certain 

instances,  an  occupational  tax.    In  Florida  it  pays  an  entrance 

fee  based  upon  the  amount  of  capital  stock  and  no  annual  fee. 

other  than  the  same  occupational  license  fees  as  are  paid  by 

domestic  corporations." 

These   illustrations   may   be   selected   as   typical.     They   are   not 

suggested  as  covering  the  entire  situation,  but  they  are  brought  to 

the  attention  of  the  conference  in  the  hope  that  it  may  be  possible 

to   secure    from   representatives   of   business   a   statement   of   their 

legitimate  grievances  under  the  present  situation. 
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With  this  statement  of  existing  difficulties  under  present  condi- 
tions, tlie  committee  desires  to  report  in  a  tentative  and  preliminary 
manner  upon  three  methods  whereby  these  difficulties  could  be 
minimized. 

(A)  Is  uniformity  possible   with   reference  to  assessment  dates, 
filing  dates,  return  and  payment  ? 

(B)  Is  a  uniform  business  tax  in  lieu  of  all  other  forms  of  state 
taxation  possible  and  desirable? 

(C)  The  work  of  the  International  Chamber  of  Commerce  in  the 
elimination  of  double  taxation. 

A.  Is  unifoniiity  possible  zuitli  referoice  to  assessment  dates, 
filing  dates,  returns  and  payment f 

Most  states  have  adopted  one  or  more  of  three  major  annually 
recurring  tax  levies  as  follows : 

(1)  Property  taxes, 

(2)  Personal  income  taxes, 

(3)  Business  or  excise  taxes  measured  by  income  or  otherwise. 

The  second  class  of  taxes  relates  chiefly  to  residents  of  the  states 
imposing  the  tax.  and  hence  the  need  for  uniformity  as  among 
states  is  of  minor  importance. 

As  applied  to  property  taxes  the  desirability  for  uniformity 
among  the  states  arises  because  non-resident  individuals  and  cor- 
porations may  be  obliged  to  pay  taxes  in  the  taxing  state, — indeed 
many  large  corporations  have  property  in  nearly  every  state.  On 
the  other  hand,  ihe  methods  of  taxing  property  and  of  administra- 
tion of  property  tax  laws  are  so  diverse  among  the  various  states 
that  to  bring  about  uniformity  in  this  field  of  taxation  is  a  formid- 
able undertaking  which  it  may  seem  expedient  to  defer  pending  the 
accomplishment  of  the  considerably  less  difficult  task  of  effecting  a 
substantial  degree  of  uniformity  in  business  taxes. 

We,  therefore,  address  ourselves  to  the  problem  of  uniformity  in 
method  in  the  matter  of  business  taxes.  Specific  recommendations 
for  uniformity  in  filing  dates,  forms  for  returns  etcetera  cannot 
ignore  the  subject  matter  to  be  contained  in  the  forms  to  be  filed. 
It  should  be  noted  that  there  are  at  least  two  aspects  to  be  consid- 
ered in  the  application  of  the  principle  of  uniformity  to  filing  dates. 
Uniformity  simplifies  the  tax  calendar  for  the  attorney  or  auditor 
who  is  charged  with  the  responsibility  of  filing  returns.  But  if  he 
is  obliged  to  file  in  many  states  and  the  methods  of  measuring  the 
tax  and  hence  data  required  in  the  different  states  is  diverse,  uni- 
formity in  filing  dates  instead  of  providing  relief  might  impose  a 
congestion  of  work  that  is  anything  but  desirable.  In  other  words, 
under  such  conditions  the  corporation  or  its  representative  may  find 
tax  work  facilitated  if  it  can  be  spread  over  the  year.     If.  however. 
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the  measure  of  the  tax  be  substantially  uniform,  the  matter  of  filling 
out  substantially  uniform  tax  returns  is  largely  clerical  once  the 
data  for  a  single  return  has  been  compiled.  In  view  of  the  commit- 
ment of  previous  committees  to  an  income  measure  for  business 
taxes  it  is  assumed  for  purposes  of  these  recommendations  that  such 
a  measure  may  be  presumed  to  be  the  accepted  model  method.  This 
being  the  case,  the  subject  matter  of  the  return  to  be  filed  will  be 
income.  The  natural  period  for  admeasuring  income  for  the  annual 
levy  is  the  calendar  year  last  preceding  the  year  of  the  levy  or 
under  certain  conditions  a  fiscal  year.  In  states,  therefore,  that 
adopt  a  uniform  measure  for  the  tax  on  net  income  it  would  seem 
that  a  uniform  filing  date  could  be  agreed  upon  to  advantage.  In 
vievv  of  the  fact  that  the  compilation  of  the  federal  return  in  the 
majority  of  cases  takes  place  during  the  period  from  the  beginning 
of  the  year  to  March  15th  it  would  seem  that  some  added  time 
should  be  allowed  for  the  state  returns.  But  since  much  of  the  data 
for  the  state  return  will  be  available  as  a  result  of  the  preparation 
of  the  federal  return,  and  further  since  the  states  must  be  given  a 
reasonable  period  for  assessment  and  billing,  the  first  of  April  is 
suggested  as  a  uniform  filing  date. 

Uniformity  in  the  form  of  return,  of  course,  cannot  be  had  unless 
the  subject  matter  to  be  reported  is  of  the  same  nature.  In  states 
adopting  a  net  income  measure  there  would  seem  to  be  no  reason 
why  a  substantially  uniform  return  could  not  be  devised.  Of  course, 
the  method  of  allocation  of  net  income  should  be  uniform  as  well  as 
the  method  of  determination  of  what  net  income  is. 

Uniformity  as  to  due  dates  is  also  dependent  to  an  extent  upon 
the  method  of  tax  adopted.  The  net  income  measure  adapts  itself 
reasonably  well  to  the  advanced  partial  payment  at  the  time  of  filing 
since  the  tax  is  easily  figured.  It  is  suggested  that  one-half  the  tax 
be  payable  at  the  time  of  filing  and  the  balance  upon  October  first 
after  assessment  and  billing.  This  spreads  the  tax  burden  for  the 
corporation  and  also  affords  a  reasonable  opportunity  for  assess- 
ment of  the  tax  between  the  filing  date  and  the  date  for  final 
payment. 

The  advantages  of  having  uniformity  as  to  the  size  of  the  tax 
return  are  many  not  only  from  the  filing  point  of  view  but  as  well 
from  the  filling-out  point  of  view.  This  would  also  apply  to  the 
bill.  The  gathering  of  statistical  data  will  be  facilitated  by  the 
adoption  of  such  uniformity  and  should  result  in  more  equitable 
spread  of  tax  burdens  and  tax  requirements. 

B.  Is  a  uniform  business  tax,  in  lien  of  all  other  forms  of  state 
taxation,  possible  and  desirable  f 

This  is  the  vital  question  before  the  committee,  and  upon  it  the 
committee  asks  for  light  from  this  conference. 


352  XATIO.XAL  TAX  ASSOCIAIIOX 

If  such  a  tax  be  desirable,  the  previous  reports  of  committees  to 
the  National  Tax  Association  would  seem  to  indicate  that  it  should 
be  based  upon  income;  that  a  one  hundred  per  cent  taxation  of  net 
income  by  all  states  as  an  aggregate, — neither  more  nor  less, — should 
be  secured;  that  the  tax  should  be  based  on  the  identical  informa- 
tion required  in  the  federal  returns,  but  that  it  should  be  applied  to 
non-corporate  business,  as  well  as  to  corporate  business;  and  that 
an  allocation  fraction  that  is  readily  understood  should  be  applied 
as  between  the  states. 

The  members  of  the  conference  are  asked  to  write  to  the  com- 
mittee their  reaction  to  these  suggestions,  so  that  the  committee  may 
be  able  to  act  intelligently,  and  with  complete  knowledge. 

C.  Tlic  zvork  of  the  International  Chamber  of  Commerce  in  the 
elimination  of  double  taxation. 

We  append  to  our  report  a  statement  of  the  International  Cham- 
ber of  Commerce  on  double  taxation,  to  which  is  added  comments 
on  the  application  of  the  principles  suggested  herein  to  conditions 
in  the  United  States,  prepared  by  the  Finance  Section  of  the  Cham- 
ber of  Commerce  of  the  United  States. 

Proi'osld  Prixchles  for  the  Elimination  or  Eeduction  of 

dolble  t.x.kation  resulting  from  overlapping 

Taxing  Jurisdictions 

Proposed  by  the  International  Chamber  of  Commerce  with 

comments  by  the  Taxation  Division,  Finance  Department 

United  States  Chamber  of  Commerce 

At    its    conference   at   Amsterdam,    July,    1929,    the    International 

Chamber  of    Commerce  adopted  a  set  of   resolutions  containing  a 

series  of  suggested  principles,  the  adoption  of  which  would  aid  in 

eliminating  or  reducing  international  double  taxation.     It  has  been 

proposed  that  these  principles  might  be  suggestive  of  methods  which 

could  be  applied  to  the  American  interstate  situation. 

There  is  appended  a  statement  of  these  principles.  Following  the 
principles  are  comments  discussing  their  relation  to  the  American 
interstate  situation. 

I.  General  Limits  of  Fisc.\l  So\-ereignty 
Subject  to  the  provisions  under  No.  II  below: 

A.  When  income  is  derived  from  a  source  situated  abroad,  a  state 
should  limit  its  tax  jurisdiction  to  the  beneficiary  of  the  income 
(individual  or  company)  domiciled  in  its  territory. 

Comment.  This  principle  is  generally  .ipplied  through  the  United 
Stales.  A  stale  has  no  jurisdiction,  generally  speak- 
ing, outside  of  its  own  territory. 

B.  When  the  beneficiary  (individual  or  company)  of  income  is  domi- 
ciled abroad,  a  state  should  limit  its  tax  jurisdiction  to  income  from 
sources  within  its  territory. 
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Comment.  This  principle  is  generally  in  force  throughout  the 
United  States,  though  there  are  some  few  exceptions. 

The  term  "  fiscal  domicile  "  means  : 

(a)  in  the  case  of  an  individual,  his  normal  residence,  residence 
being  understood  to  mean  a  permanent  home ; 

(b)  in  the  case  of  a  corporation,  the  real  center  of  management 
of  the  undertaking  or,  if  this  cannot  be  determined,  the  legal 
registered  office; 

(c)  when  an  individual  has  a  fiscal  domicile  in  more  than  one 
state,  the  tax  is  imposed  by  each  of  such  states  according  to 
the  time  passed  in  the  country  during  the  fiscal  year  or  accord- 
ing to  a  division  to  be  reached  by  common  agreement  of  the 
administrations  concerned. 

IL   Income 

A.  Income  Taxable  in  the  State  of  Domicile 

The  following  kinds  of  income  should  be  taxed  exclusively  by  the 
state  of  domicile  of  the  taxpayer.  If  the  state  of  origin  of  such 
income  collects  a  tax  thereon,  it  should  refund  such  tax  upon  pro- 
duction of  proper  evidence. 

(a)  Interest:  Income  from  public  funds,  bonds,  including  mort- 
gage bonds,  loans,  deposits  and  current  accounts. 

Comment.  The  first  part  of  the  above-mentioned  principle  is 
generally  followed  throughout  the  United  States,  with 
the  possible  exception  of  mortgage  bonds. 

(b)  Diiidends:  Income  from  stocks  and  shares,  or  similar  securi- 
ties. 

Comment.  Generally,  this  principle  is  followed  in  the  United 
States. 

(c)  Private  Pensions:  Pensions  paid  by  persons  or  organizations, 
other  than  governmental. 

Comment.     This  principle  seems  to  be  applied  generally. 

(d)  Annuities  and  Miscellaneous  Income.  Annuities  and  income 
from  arbitrage  transactions,  from  discounting  of  acceptances, 
and  from  all  other  sources  not  specifically  mentioned  under 
Nos.  II  A  and  B. 

B.  Incotne  Taxable  at  the  Source 

The  following  kinds  of  income  should  be  taxed  in  priority  by  the 
state  of  origin : 

If  the  taxpayer  is  domiciled  in  a  state  other  than  the  state  of 
origin,  the  state  of  domicile  should  allow  such  relief  as  will  be 
sufficient  to  avoid  double  taxation.    This  relief  might  be  given : 

by  the  state  of  domicile  exempting  the  said  income,  or  by  de- 
ducting from  its  own  tax  an  amount  equal  to  the  lesser  of : 
23 
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the  tax  actually  paid  in  the  other  state  (source)  ;  or  the  tax 
payable  on  such  income  to  the  state  of  domicile  at  its  own 
rates. 

(a)  Income  from  Immovable  Property.  The  income  from  im- 
movable property,  corresponding  to  the  actual  or  presumed 
rental  value  of  such  property,  as  well  as  any  other  income 
from  such  property  not  covered  by  paragraph  II  B  (b)  below. 
This  rule  is  applicable  to  income  from  mortgages  or  other 
similar  claims. 

Comment.  This  principle  does  not  receive  wide  application  in 
the  United  States  at  the  present  time;  in  fact,  some 
confusion  exists  regarding  it.  As  an  illustration,  the 
law  of  one  important  state  provides  that  the  entire 
net  income  of  residents  be  taxed  in  that  state  and 
that  the  income  of  non-residents  derived  from  all 
property  owned  or  any  business  or  occupation  carried 
on  there  be  taxed.  Thus  owners  of  property  in  that 
state,  who  reside  in  other  states,  which  levy  income 
taxes  on  the  total  income  of  their  residents,  are  liable 
also  in  their  home  states  for  a  tax  on  the  income 
derived  from  their  property  in  the  first  state.  Prac- 
tical difficulties,  however,  may  stand  in  the  way  of 
effective  administration  of  such  taxes  against  non- 
residents and  it  may  well  be,  therefore,  that  in  prac- 
tice this  principle  is  generally  followed. 

For  the  purpose  of  the  present  provision,  the  state  of  origin  is  the 
state  wherein  such  immovable  property  is  situated. 

(b)  Industrial,  Commercial  or  Agricultural  Income.  Income,  not 
referred  to  in  paragraph  II  B  (d)  below,  from  any  industrial, 
commercial  or  agricultural  undertaking  and  irom  any  other 
trades  or  professions. 

For  the  purpose  of  the  present  provision,  the  state  of  origin  is  the 
state  where  a  permanent  establishment  of  the  above-mentioned  under- 
takings or  professions  is  situated.  If  the  latter  possess  permanent 
establishments  in  two  or  more  states,  each  state  should  tax  the  part 
of  the  income  attributable  to  the  permanent  establishments  in  its 
territory. 

Comment.  This  would  seem  to  be  followed  in  the  United  States. 
The  ditticulty  centers  around  a  suitable  allocation 
formula. 

However,  income  from  maritime  and  air  navigation  is  taxable 
only  in  the  state  in  which  the  real  center  of  management  of  the 
enterprise  is  situated. 

Real  centers  of  management,  branches,  mining  and  oil  fields,  fac- 
tories, workshops,  agencies,  warehouses,  offices  and  depots  are  re- 
garded as  permanent  establishments.  The  fact  that  an  undertaking 
has  business  dealings  with  a  foreign  country  through  (a)  a  bo)ia  fide 
agent  of  independent  status  (broker,  commission  agent,  etc.)  or 
through  (b)  a  local  company  the  stock  of  which  it  owns  in  whole 
or  in  part,  should  not  be  held  to  mean  that  the  undertaking  in  ques- 
tion has  a  permanent  establishment  in  that  country. 
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The  state  in  which  the  real  center  of  management  is  situated 
should  alone  have  the  right  to  require  a  declaration  of  total  income 
from  all  sources ;  on  the  contrary,  the  states  in  which  other  kinds 
of  permanent  establishments  of  foreign  undertakings  are  located 
should  be  satisfied  with  the  declaration  and  accounts  referring 
directly  and  exclusively  to  the  income  of  such  permanent  estab- 
lishments. 

(ienerai  comment  on  B  (b).  There  is  conflict  regarding  this 
provision  in  the  United  States.  Corporations  are 
becoming  increasingly  interstate  in  their  business, 
and  both  the  methods  and  conditions  under  which 
this  business  is  carried  on  vary  widely.  As  a  result, 
numerous  problems  arise,  scarcely  two  alike  in  detail, 
and  this  makes  general  classification  or  uniform  rules 
difficult,  if  not  impossible.  As  an  illustration,  if  a 
corporation  manufactures  its  product  in  state  A  and 
sells  it  in  A  and  two  other  states,  Y  and  Z,  state  A 
may  claim  the  right  to  tax  the  entire  net  income  of 
the  corporation  because  it  manufactures  its  product 
exclusively  within  A's  territorial  limits.  Y  and  Z 
may  likewise  tax  the  income  of  the  corporation 
attributable  to  its  distribution  centers  in  their  respec- 
tive jurisdictions,  and  double  taxation  results.  The 
case  of  a  corporation  located  in  A  selling  entirely 
through  branches  in  Y  and  Z  would  present  another 
illustration  and  a  different  type  of  problem.  The 
difficulty  in  this  instance  would  be  primarily  one  of 
distinguishing  between  profits  derived  from  manu- 
facturing and  those  derived  from  selling.  If  the 
corporation  were  to  operate  two  subsidiary  corpora- 
tions, one  in  Y  and  one  in  Z,  selling  its  products 
only  to  them,  and  they,  in  turn,  reselling  it  in  their 
respective  territories,  the  situation  would  be  still 
different  and  somewhat  simpler.  Illustrations  could 
be  multiplied  almost  indefiniteh".  In  all  instances 
there  is  evident  the  need  of  developing  some  equi- 
table and  recognized,  standard  or  standards  of  alloca- 
tion of  income  among  the  different  states  which  have 
the  right  to  tax  income  resulting  from  the  conduct 
of  interstate  business. 

(c)  Directors'  Fees.    Percentage  fees  (tantiemes)  of  directors  and 
auditors  of  joint  stock  companies. 

For  the  purpose  of  the  present  provision,  the  state  of  origin  is  the 
state  where  the  real  center  of  management  of  the  undertaking  paying 
such  fees  is  situated. 

Comment.  This  principle,  although  apparently  correct,  would 
seem  to  be  of  but  little  importance  in  the  United 
States  in  view  of  the  nominal  size  of  the  usual  direc- 
tor's fee. 

(d)  Salaries  and  Wages.     Salaries,  wages  or  other  remuneration 
of  any  kind. 

For  the  purpose  of  the  present  provision,  the  state  of  origin  is 
the  state  where  the  taxpayers  carry  on  their  employment. 
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Comment.  There  may  be  growing  conflict  in  this  country  re- 
garding the  taxation  of  the  types  of  income  men- 
tioned in  this  principle.  With  the  growth  of  the 
large  cities  and  improved  transportation,  there  is  in- 
creasing tendency  for  people  in  certain  metropolitan 
areas  to  live  in  one  state  and  work  in  another.  A 
more  general  use  of  income  taxes  will  increase  the 
possibility  of  difticulties  in  these  instances.  Certain 
states  now  tax  any  income  earned  within  their  juris- 
dictions and  others  may  follow  this  policy  in  the 
future.  If  this  practice  becomes  general,  individuals, 
who  work  in  states  other  than  that  of  their  residence, 
will  be  increasingly  subject  to  double  taxation.  The 
New  York  income  tax  law  provides  reciprocity  under 
such  conditions.  A  non-resident  who  derives  an  in- 
come from  New  York,  upon  which  he  is  taxed  in 
his  own  state,  is  to  be  credited  with  the  proportion 
of  the  taxes  paid  to  his  home  state  which  is  attribu- 
table to  income  earned  in  New  York,  upon  condition 
that  the  state  of  domicile  of  the  taxpayer  grants  a 
reciprocal  credit  in  income  taxes  to  residents  of  New 
Y'ork  state  liable  for  taxes  under  its  jurisdiction. 
Salaries  of  officials  and  public  employees  serving  abroad  should, 
however,  be  taxed  in  the  state  which  pays  them. 

(e)   Public  Pensions.     For  the  purpose  of   the  present  provision, 

the  state  of  origin  is  the  state  owing  such  income. 

?s^OTE :  .\nother  section  of  the  International  Chamber  of  Com- 
merce resolution  dealing  with  succession  duties  is  not  in- 
cluded in  the  above. 

Wo  ask  consideration  for  this  report  and  also  comments  thereon. 

Does  this  program  appeal  to  the  members  of  the  conference? 
We  have  been  cliarged  with  a  heavy  responsibility,  and  it  is  our 
desire  to  sketch  briefly  some  of  the  aspects  of  the  problein,  to  secure 
thereon  the  judgment  of  the  conference,  and  with  the  new  light 
thus  obtained,  to  proceed  with  this  work,  in  the  hope  that  by  the 
next  conference,  we  may  be  able  to  report  at  least  the  outlines 
of  a  i)lan. 

Respectfully  submitted, 

Franklin  S.  Fdmonds,  Chairman 

John  S.  Fdw.vrds 

Morris  Frey 

Charles  W.  Gerstenberg 

I\L\RK  Gr.wes 

Henry  F.  Long 

Harley  L.  I.utz 

Blaine  F.  Moore 

R.\y  L.  Riley 

James  L.  Sayler 

Clarence  Smith 

TI.  P.  Sneed 

J.  T.  White. 
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Chairman  Cadv  :  I  will  admit  frankly,  gentlemen,  my  watch 
stopped  shortly  prior  to  the  finishing  of  the  committee  report  sub- 
mitted by  Senator  Edmonds,  but  knowing  that  it  was  a  matter  of 
great  importance,  and  being  so  eloquently  presented,  I  disregarded 
the  twenty-minute  time  limit  for  speakers,  and  am  sure  there  will 
be  no  criticism  of  that  action  on  my  part. 

I  understand  that  there  is  no  formal  discussion  to  take  place  fol- 
lowing the  presentation  of  this  paper,  but  I  am  sure  that  Senator 
Edmonds  will  be  glad  to  answer  any  questions  that  may  occur  to 
you.  We  have  some  time  yet  that  can  be  devoted  to  this  half  of  the 
afternoon's  program. 

Is  there  any  question  from  anyone  ? 

(No  response) 

Chairman  Cady  :  ]Mr.  Edmonds,  may  I  make  a  comment  or 
query?  As  to  the  corporations  that  were  mentioned  in  your  classi- 
fication of  A,  B,  C  and  D,  did  all  of  those  corporations  complaining 
of  the  lack  of  uniformity  suggest  that  the  laws  of  all  the  states 
involved  need  to  be  amended  very  radically? 

Franklin  S.  Edmonds:  They  complained  of  the  cost  to  them- 
selves in  determining  what  their  tax  liability  actually  was.  They 
did  not  complain  in  any  case  of  what  you  might  call  the  amount  of 
taxes  that  were  paid  to  the  state,  but  they  complained  of  the  super- 
tax, as  we  called  it  in  the  report,  to  themselves  to  find  out  what  the 
actual  taxes  were.  They  stated  it  caused  considerable  accounting 
difiiculties.  If  they  were  trying  to  make  a  budget,  for  instance,  for 
next  year  and  have  all  these  varieties  of  taxes  to  consider  on  their 
expenses,  they  find  themselves  in  a  situation  of  considerable  diffi- 
culty. It  was  not  from  the  point  of  view  of  reducing  the  actual  tax 
burden  of  the  corporation  but  of  reducing  the  burden  of  the  cor- 
poration in  finding  out  what  the  tax  was.  It  was  from  that  point 
of  view  that  the  committee  proceeded.  Commissioner  Edwards  of 
Ohio  tells  me  that  Ohio  does  have  reciprocity  with  Toronto.  There- 
fore they  should  have  reciprocity  with  those  other  Canadian  prov- 
inces. I  am  sure  I  can  correct  that  in  the  report  if  it  turns  out  to 
be  an  error. 

Charles  J.  Tobin  (New  York)  :  I  should  like  to  ask  if  the  com- 
mJttee  drew  any  conclusion  as  to  what  might  be  the  proper  basis  or 
best  basis  for  business  taxes.  There  has  been  a  lot  of  talk  about 
income  and  net  income,  and  that  kind  of  tie-in  with  the  Federal 
Government.  As  to  what  would  possibly  be  the  best  plan,  I  don't 
know  whether  you  made  any  conclusion  on  that  or  not. 

Mr.  Edmonds:  The  committee  has  no  conclusion  and  no  com- 
mitment on  the  subject.  We  thought  we  ought  to  start  off  with  the 
commitment  at  the  Toronto  conference.    When  that  report  was  con- 
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sidered.  there  was  a  resolution  adopted  on  the  floor  which  com- 
mended the  idea  of  a  business  tax  based  on  income.  VV'e  are 
examining  that  first.  Whether  we  will  agree  with  that,  I  don't 
know.  I  don't  think  there  has  been  any  positive  declaration  of  the 
National  Tax  Association  as  to  what  the  proper  form  of  a  tax  on 
business  will  be.  However,  there  will  be  in  our  next  report  if  we 
can  advance  far  enough. 

J.  M.  SteerI':  (Pennsylvania)  :  As  a  representative  of  one  of  the 
corporations  which  has  to  pay  a  great  many  inheritance  taxes,  I 
should  like  to  express  my  appreciation  of  the  work  of  the  com- 
mittee on  reciprocity.  It  seems  to  me  that  if  the  National  Tax 
Association  had  done  nothing  else,  it  would  have  justified  its  exist- 
ence simply  through  the  work  which  this  committee  has  done.  I 
remember  very  well  in  the  days  when  multiple  taxation  had  reached 
such  a  height  that  in  paying  the  taxes  on  one  estate,  handled  by  our 
company,  we  had  twenty-eight  different  tax  proceedings  in  twenty- 
eight  different  states,  besides  the  Federal  Government. 

I  believe  in  the  principle  of  inheritance  taxation.  I  think  it  is  a 
proper  and  just  method  of  collecting  a  certain  amount  of  revenue, 
but  of  course  we  all  admit  that  multiple  taxation  is  impossible. 
I  hope  very  much  that  the  work  of  this  committee  will  go  on,  until 
the  other  states,  including  Kansas,  join  tlie  fold  of  reciprocity 
states. 

Chair^ian  Cady  :  That  is  extremely  interesting  comment.  Could 
you,  Mr.  Edwards,  briefly  state  the  provisions  of  your  Ohio  law? 

JoHX  S.  Edwards  (Ohio)  :  I  think  perhaps  it  would  not  be  of 
any  particular  interest.  I  understand  from  our  attorney  that  our 
law  goes  for  the  provision  whereby  we  may  have  the  reciprocal 
relation  with  outside  provinces,  that  is,  provinces  of  Canada.  We 
have  that  relation  with  Toronto.  I  don't  handle  the  inheritance  tax 
work  of  our  commission,  but  it  would  merely  provide  for  the  possi- 
bilities of  reciprocity. 

Charles  J.  Toiun:  Possibly  Senator  Edmonds  can  tell  us  why 
some  of  these  states  have  not  come  in. 

Mr.  Edmonds:  1  think  in  almost  every  case  where  they  have  not 
come  in  there  is  really  an  .\tcheson,  Topeka  and  Santa  Fe  in  the 
offing,  that  is  to  say.  they  have  one  or  two  large  corporations  in 
which  the  stock  is  extensively  held  by  non-residents,  and  because 
the  stock  is  so  held  there  is  a  constant  income  that  comes  into  the 
state  from  that  source.  T  know  that  in  some  of  these  states  not  yet 
practicing  reciprocity,  they  have  made  a  careful  study  of  the  situa- 
tion to  see  if  they  could  come  in.  Mr.  Youngquist.  who  is  now  in 
Washington,  and  who  formerly  represented  the  Minnesota  Tax 
Commission,   computed,   as   I   remember,   what  Minnesota   received 
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from  large  estates,  and  when  the  time  came  to  balance  their  budget 
they  felt  they  could  not  give  up  that  income. 

While  it  is  true  that  there  will  be  this  certain  loss  of  income,  it 
is  a  small  income  at  the  best,  but  the  effect  of  it  is  that  you  are 
discouraging  investment  in  your  own  states.  Most  of  these  states 
that  still  have  the  provision  taxing  the  intangibles  of  non-resident 
decedents  are  states  in  which  capital  is  needed  for  development 
purposes,  and  there  has  been  so  much  outcry  over  this  multiplication 
of  taxation  that  capital  is  watching  very  closely  where  it  goes. 
I  said  we  appended  a  list  of  corporations  in  the  non-reciprocal 
states,  that  was  sent  out  to  clients  with  a  warning  not  to  buy  those 
stocks,  that  if  they  were  bought  there  would  be  difficulty  in  settling 
those  estates. 

Edward  R.  Lewis  (Illinois)  :  You  stated  that  it  was  hoped,  by 
some  of  the  people  watching  inheritance  tax  history,  that  the 
Supreme  Court  would  rule  the  same  way  in  regard  to  both  stocks 
and  bonds.  My  recollection  is  there  is  a  Supreme  Court  decision 
directly  in  the  way  of  that,  much  more  recent  than  Blackstone 
versus  Miller.  I  think  I  recall  a  decision  about  1910  or  1911  — 
maybe  later — upholding  the  New  Jersey  law  at  that  time.  Am  I 
correct  ? 

Mr.  Edmonds:  T  think  you  are  right,  sir.  I  think  it  is  one  of 
those  cases  in  which  Mr.  Edwards  or  Mr.  Bugbee  was  the  collector 
at  the  time,  and  his  name  is  in  the  title  of  the  case.  I  think  that 
is  true.  But  the  argument  as  expressed  by  those  who  believe  that 
the  Supreme  Court  will  strike  down  double  taxation,  in  regard  to 
taxes,  is  that  now  the  Supreme  Court  has  taken  cognizance  of  the 
subject  and  has  decided,  as  regards  bonds,  that  because  duplicate 
taxation  works  an  injustice,  there  is  a  violation  of  the  Fourteenth 
Amendment.  If  that  point  of  view  appeals  to  the  Supreme  Court 
they  could  just  as  easily  say  so  with  reference  to  stock. 

Double  taxation,  so  to  speak,  is  an  abhorrence  of  the  American 
people.  I  think  the  point  of  view  Justice  Holmes  has  chosen  is 
absolutely  correct.  Here  is  a  terrible  evil,  it  ought  to  be  gotten  rid 
of  b}-  conference  between  the  states  and  by  united  action  among 
the  states,  because  it  is  a  state  problem,  to  be  dealt  with  in  that 
way.  That  is  one  of  the  reasons  why  I  feel  strongly  that  the  cam- 
paign for  reciprocity  should  go  on. 

Mr.  Lew^s:  On  the  income  tax  part  of  the  report,  Senator  Ed- 
monds, has  the  committee  re-examined  in  the  last  two  or  three  years 
a  formulated  basis  for  an  income  tax.  in  its  study  of  uniform  taxa- 
tion, or  has  it  rested  on  the  old  report  of  four  or  five  years  ago? 

Mr.  Edmonds  :  The  committee  was  only  appointed  in  January. 
It  has  had  four  meetings  in  the  course  of  the  year,  and  we  were 
feeling  around  trving  to   assemble   data,   such   as  the  data   in   the 
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report.  We  have  not  attempted  as  yet  to  consider  how  far  to  go, 
but  we  did  consider,  I  mean  as  a  commitment  of  the  National  Tax 
Association,  that  it  was  our  duty  first  to  examine  the  income  tax. 
The  preference  seems  to  be  for  that  according-  to  the  commitments 
of  this  Association. 

Next  year  I  hope  wc  will  be  a  stage  or  two  further. 

Seth  T.  Cole  (New  York)  :  I  do  not  wish  to  take  issue  with  our 
good  friend,  Senator  Edmonds,  on  the  question  of  what  the  law  of 
the  land  should  be  as  to  the  duplicate  or  multiple  taxation  of  intan- 
gibles, but  I  do  thmk  that  there  is  another  side  to  the  picture.  I  am 
not  aware  of  any  decision  by  the  United  States  Supreme  Court 
which  specifically  passes  upon  the  question  of  the  right  of  the  state 
of  domicile  of  a  corporation  to  tax  all  of  its  corporate  stock  even 
though  that  stock  be  owned  by  a  non-resident,  meaning  a  death  tax 
or  a  transfer  tax  upon  the  death  of  the  owner.  I  think  the  nearest 
any  decision  comes  to  that  is  in  the  case  of  Frick  versus  Pennsvl- 
vania.  There  the  question  was  not  squarely  before  the  court,  but 
the  court  did  indicate  that  the  state  of  domicile  of  the  corporation 
had  the  power  to  exact  a  tax. 

As  I  see  this  entire  problem  of  multiple  taxation,  death  taxation, 
of  intangibles,  it  has  all  come  about  because  of  an  erroneous  appli- 
cation of  legal  principles.  The  death  tax  has  been  applied  on  the 
basis  of  principles  which  relate  to  other  taxes,  largely  on  the 
basis  of  principles  which  were  related  to  the  general  property  tax. 
And,  I  believe  that  there  is  nothing  in  common  between  a  general 
property  tax  and  a  transfer  tax  upon  the  death  of  the  ow^ner.  The 
state  of  domicile  of  a  corporation  has  the  right,  and  should  have 
the  right,  to  exact  an  organization  tax,  and  exact  an  annual  fran- 
chise tax,  and  perhaps  a  tax  upon  the  transfer  of  the  stock  of  the 
corporation  inter  z'hns,  but  I  do  not  believe  that  it  should  have  the 
right  to  exact  a  tax  upon  the  transfer  of  a  stock  upon  the  death 
of  the  owner  when  it  contributes  nothing  towards  that  transfer,  and 
the  transfer  takes  place  wholly  outside  of  its  borders.  Sight  has 
been  lost  of  the  fact  that  the  death  tax  is  a  tax  upon  the  transfer 
of  the  property;  and  necessarily  it  would  seem  to  me  that  tax  can 
be  and  should  be  exacted  only  at  the  place  where  the  transfer  of 
the  property  takes  place  and  becomes  effective.  And,  in  the  case 
of  intangible  personal  property  it  is  now  settled  that  the  situs  of 
such  property  is  at  the  domicile  of  the  owner,  and  ii  is  there,  and 
there  only,  that  the  transfer  takes  place,  and  there  I  believe  only  is 
it  possible  to  tax  it  within  the  ''  due  process  "  clause  of  the  Consti- 
tution of  the  United  States. 

Blaine  F.  IMoore  (District  of  Columbia)  :  Senator  Edmonds 
mentioned  the  report  of  the  International  Chamber  of  Commerce 
on  the  question  of  double  taxation.    As  a  matter  of  information,  if 
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any  member  of  the  conference  here  is  interested  in  that  report  and 
will  ask  us  to  do  so,  we  will  be  glad  to  send  a  printed  copy  of  that 
International  Chamber  report.  On  that  report  there  has  been  put  a 
great  deal  of  labor.  They  started  in  1921,  at  London.  As  a  result 
of  the  conference  at  London,  there  was  an  international  committee 
set  up,  and  later  twenty-six  national  committees  were  formed. 
These  national  committees  made  a  survey  in  their  own  respective 
countries  and  surveyed  the  possibilities,  and  made  suggestions;  and 
through  seven,  eight  or  nine  years,  out  of  those  negotiations,  came 
the  present  principle  which  the  International  Chamber  has  adopted. 
Those  principles  were  considered  at  three  different  international 
conferences.  They  did  not  seem  to  attract  very  much  attention  in 
this  country.  I  am  not  sure  just  how  far  the  principles  enunciated 
there  are  applicable  to  interstate  relations,  but  I  think  anyone  in- 
terested in  this  question  of  international  taxation  will  find  that  that 
program  drawn  up  by  the  International  Chamber  of  Commerce  is 
distinctly  worth  looking  at.  If  you  will  write  a  letter  to  the  United 
States  Chamber  of  Commerce  at  Washington,  D.  C,  we  will  be  glad 
to  send  you  a  copy  of  the  report,  and  if  you  wish  it  we  will  send 
you  a  copy  of  our  own  memorandum  on  the  subject,  of  which 
Senator  Edmonds  read  some  part.  Our  comments  on  that  are  our 
first  comments.  I  am  not  at  all  sure  they  are  our  last  ones.  I  am 
not  altogether  sure  how  valuable  they  are.  That  question  of  inter- 
national reciprocity  and  amity  in  taxation  has  attracted  a  good  deal 
more  attention  abroad  than  it  has  in  this  country.  Europe  has 
made  very  considerable  progress.  I  might  state  that  when  this  work 
was  started  the  idea  was  to  draft  a  general  treaty,  to  be  signed  In- 
all  countries,  and  thus  secure  uniformity  so  far  as  the  ground  cov- 
ered in  those  treaties.  It  later  developed  that  this  was  impractical, 
for  the  present,  and  the  immediate  result  has  been  that  bilateral 
treaties  have  been  drawn  up  in  Europe.  At  this  time  at  least  nine- 
teen of  those  treaties  have  been  signed  among  the  countries  of 
Europe.  So,  to  that  extent  the  problem  has  been  solved  in  Euro- 
pean countries.  The  United  States  has  not  signed  any  of  those 
treaties,  and  apparently  is  not  in  much  of  a  mood  to  sign  any  of 
them.  In  this  country  we  took  another  tack.  Last  February,  in  the 
United  States  Treasury  Department,  we  called  a  conference  upon 
the  subject,  and  to  that  conference  we  invited  all  of  the  big  ex- 
porters of  the  United  States,  as  many  as  we  could  get,  and  we  had 
over  one  hundred  different  corporations,  exporters  and  business 
concerns  represented,  interested  in  this  question.  We  had  a  con- 
ference, and  following  that  the  Hawley  Bill  was  introduced. 
The  Hawley  Bill  attempts  to  provide  for  reciprocity,  exempting 
from  federal  income  tax  citizens  of  foreign  countries,  under  certain 
conditions,  provided  our  own  citizens  get  the  same  exemptions  in 
the  countries  of  which  those  people  are  nationals.     A  hearing  was 
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held  on  that  bill  last  March  in  Washington  before  the  Ways  and 
Means  Committee  of  the  House.  Secretary  Mellon  appeared  in 
favor  of  it,  and  there  seems  to  be  some  prospect  of  that  thing  going 
through  the  next  session  of  Congress.  Whether  it  will  or  not  I 
don't  know,  but  conditions  look  favorable  at  the  present  time.  If 
you  are  interested  in  the  question  of  double  taxation  take  a  look  at 
the  Hawley  Bill.  Notify  your  senator  to  that  efTect  and  he  will 
help.  If  you  are  interested  in  the  problem  of  international  double 
taxation  and  the  proposal  to  remedy  some  of  the  conditions,  and 
also  the  way  those  things  worked  out  in  the  international  Chaml)er 
of  Commerce,  I  will  be  glad  to  send  you  all  available  data. 

Mr.  Edmonds:  Are  any  of  the  major  countries  in  those? 

]\Ir.  Moore  :  I  think  at  least  every  country  has  signed  one  treaty. 

Chairman  Cady  :  Just  half  of  the  afternoon  session  is  over,  and 
the  current  state  tax  investigations  discussion  will  be  presided  over 
by  A.  J.  Maxwell  of  North  Carolina.  It  is  a  real  pleasure  to  pre- 
sent the  gavel  to  Mr.  Maxwell. 

A.  J.  Maxwell,  Commissioner  of  Revenue  of  North  Carolina, 
presiding. 

Chairman  Maxwell:  Mr.  President  Ladies  and  Gentlemen: 
The  assignment  of  a  session  of  the  National  Tax  Conference  to 
consider  the  work  of  current  state  tax  investigations  is  in  the 
nature  of  an  innovation  and  I  hope  it  may  prove  to  be  a  helpful 
one.  The  temporary  presiding  officer  was  asked  to  arrange  the 
program  for  this  session  and  to  open  the  discussion.  I  had  not 
intended  to  participate  in  the  discussion,  but  several  gentlemen  who 
had  expected  to  present  addresses  this  afternoon  found  at  the  last 
minute  that  they  could  not  be  present,  and  I  will  ask  permission  to 
make  a  few  preliminary  comments.  Doctor  Gerstenberg  sets  up  a 
list  of  thirty-one  states  that  have  special  investigating  tax  commis- 
sions in  operation.  That  is  a  somewhat  larger  number  of  states 
than  I  was  able  to  get  through  the  office  of  the  secretary  of  the 
National  Tax  Association,  and  perhaps  includes  some  few  states  the 
work  of  whose  special  commissions  has  been  completed.  At  any 
event,  the  large  number  of  states  that  are  going  through  this  process 
of  setting  up  special  commissions  to  investigate  their  tax  situations 
is  a  sufficient  manifestation  of  the  serious  difficulties  in  which  our 
states  are  finding  themselves  with  respect  to  their  tax  problems,  if 
any  evidence  were  needed  on  that  point.  It  will  perhaps  not  be  an 
extravagant  statement,  but  the  evidence  on  this  point  is  vociferous 
in  almost  every  community  in  every  American  state.  So.  we  are 
spending  large  sums  of  money  in  this  special  investigation  work. 

The  purpose  in  the  assigning  of  this  subject  at  this  conference  I 
assume  to  be.  first,  that  it  may  bring  before  this  conference,  and 
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thus  make  available  for  a  larger  use,  suggestions  intended  to  pro- 
mote the  usefulness  and  efficiency  of  this  type  of  investigation,  and 
that  there  may  perhaps  grow  out  of  the  discussion  a  suggestion  for 
setting  up  some  central  agency  for  the  interchange  of  useful  infor- 
mation, perhaps  through  the  office  of  the  secretary  of  this  Associa- 
tion;  and,  second,  to  bring  before  the  conference,  and  thus  make 
available  for  a  wider  use,  particular  important  facts  and  conditions 
that  may  be  developed  in  a  particular  state,  related  to  similar  facts 
and  conditions  that  may  exist  in  other  states,  and  remedies  proposed 
or  advocated  in  a  particular  state  that  may  be  worthy  of  considera- 
tion in  other  states.  While  each  of  us  represents  separate  sover- 
eignties, with  our  own  experience  and  traditions  and  limitations, 
still  there  is  a  large  measure  of  similarity  that  runs  through  the 
conditions  in  the  various  states  and  in  our  tax  methods  and  proce- 
dure. This  is  in  large  part  due  to  the  fact  that  for  twenty-three 
years  this  Association  has  been  conducting  this  kind  of  a  clearing 
house,  for  mutual  interchange  of  information,  and  has  thrown  the 
whole  weight  of  its  influence  in  the  direction  of  uniform  practice 
and  procedure,  and  notably  along  the  line  of  the  subject  just  pre- 
ceding this  one. 

The  special  commissions  have  a  very  difficult  task,  one  in  which 
I  am  sure  they  are  entitled  to  all  the  sympathy  that  we  can  give 
them.  They  are  not  called  into  existence  until  a  state  finds  itself 
in  such  a  serious  condition  with  respect  to  its  tax  problems  that  no 
one  knows  what  to  do  with  it,  and  then  a  special  commission  is  set 
up  to  make  a  special  investigation,  and  of  course  with  the  hope  and 
thought  that  such  special  commission  will  be  able  to  find  some  magic 
remedy  for  the  basic  difficulty,  which  we  have  in  all  our  states. 
represented  in  the  tremendous  increase  in  public  expenditures  by 
the  demands  of  the  citizens  for  a  broader  service  on  the  part  of 
their  state  and  local  governments. 

Perhaps  the  next  stage  in  this  investigation  work  will  be  that  of 
the  investigating  commissions.  They  have  a  thankless  task  to  per- 
form, and  perhaps  some  of  the  criticisms  of  the  fact  that  they  are 
not  able  to  perform  miracles  are  not  entirely  warranted.  One 
criticism  was  made  at  this  conference,  which  I  do  not  think  was 
entirely  just,  made  by  a  gentleman  who  presented  perhaps  the  most 
valuable  discussion  that  will  be  presented  at  this  conference — I  refer 
to  Mr.  Johnson  of  California — that  the  special  tax  commissions  were 
failing  to  emphasize  the  point  that  the  real  trouble  is  in  the  too 
rapid  increase  of  public  expenditures,  and  that  they  were  giving 
their  time  and  thought  too  much  to  the  other  side  of  the  question, 
and  to  new  methods  of  raising  revenue  to  meet  it. 

I  don't  think  that  is  entirely  a  fair  criticism.  I  know  it  is  not 
with  respect  to  the  North  Carolina  commission.  I  think  perhaps 
the  largest  part  of  our  investigation  work  was  directed  to  the  point 
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of  setting  up  a  complete  picture,  actually  and  relatively,  of  what 
the  tax  burden  in  North  Carolina  amounted  to,  and  a  complete 
picture  of  the  total  indebtedness  of  every  kind  and  character,  by  all 
units  of  government  in  North  Carolina.  And,  a  large  part  of  the 
report  itself  was  given  to  the  setting  up  in  as  complete,  strong  and 
argumentative  a  way  as  possible  the  very  striking  facts  along  that 
line. 

It  undertook  to  call  attention  to  the  fact  that  we  had  reached  the 
danger  point,  both  in  the  rapid  method  of  increasing  public  expen- 
ditures and  in  the  issue  of  public  credit  to  provide  these  facilities. 
In  other  words,  we,  in  the  best  way  that  we  knew  how — and  we 
had  some  six  hundred  pages,  statistical  and  argumentative — we  set 
up  the  subject  that  the  gentleman  in  the  address  last  night  so 
weightily  summed  up  in  the  suggestion  that  we  needed  to  give  the 
elephants  a  chance  to  catch  up  with  the  band  wagon. 

One  feature  that  I  hoped  might  be  brought  out  in  this  discussion 
would  be  that  the  states  carrying  on  this  kind  of  investigation  work 
would  bring  before  the  conference  some  suggestion  as  to  what  they 
regarded  as  the  most  interesting  line  of  investigation  which  they 
were  undertaking. 

For  our  own  state,  I  am  quite  sure  that  the  most  interesting  sub- 
ject that  we  are  investigating  this  year  is  that  of  secondary  pubilc 
highways.  In  our  report  two  years  ago  we  set  up  the  contention 
that  public  highways  were  maintained  in  such  large  degree  for  the 
use  of  motor  vehicles  that  the  cost  of  maintaining  public  highways, 
not  only  the  main  arteries  in  the  state  system  but  the  cost  of  main- 
taining public  highways,  should  be  furnished  by  the  automotive 
industry. 

Of  course  we  know  that  one  of  the  largest  items  in  the  tax  bill 
of  the  average  taxpayer  is  the  cost  of  maintaining  his  secondary  or 
county  highways  not  in  the  state  system.  And,  if  through  the 
gasoline  tax  and  the  automobile  registration  tax  we  have  what 
approximates  a  fair  method  of  apportioning  the  cost  of  that  service, 
it  seemed  to  us  that  that  measure  ought  to  be  utilized  not  only  to 
maintain  the  eight  or  nine  thousand  miles  of  state  highway  but  to 
maintain  substantially  the  highway  system  of  the  state,  including 
its  secondary  highway.--.  An  increase  of  one  cent  a  gallon  in  our 
gasoline  tax  was  made  for  this  purpose;  and  upon  a  recommenda- 
tion that  it  be  used  by  the  State  Highway  Commission  to  take  over 
secondary  roads  previously  maintained  by  the  counties,  the  addi- 
tional one  cent  tax  was  enacted;  but.  in  the  Act  there  was  an 
amendment  which  left  it  optional  with  each  county  as  to  whether 
it  would  accept  maintenance  on  the  part  of  the  State  Highway 
Commission  for  its  ])ortion  of  tliat  fund,  or  whether  it  would  accept 
the  fund  in  money  and  apjily  it  on  its  highway  indel)tedness ;  and 
under  that  optional  plan  nearly  all  of  the  counties  took  the  monev. 
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However,  there  were  a  small  number  of  counties  which  said  to  the 
Highway  Commission,  "'  Give  us  the  benefit  of  your  service  and 
maintenance  instead  of  the  money;"  and  a  very  surprising  thing 
happened.  The  few  counties  that  did  that  liad  their  county  roads 
maintained  in  much  better  manner  than  they  had  been  before  and 
at  much  less  cost,  and  without  any  cost  to  the  counties  themselves. 

Another  feature  of  this  highway  investigation,  which  is  being 
made  this  year  jointly  by  the  United  States  Department  of  Agri- 
culture, the  State  Highway  Commission  and  the  State  Tax  Commis- 
sion, is  that  they  are  undertaking  to  make  a  very  thorough  survey 
of  that  question.  They  have  measured  and  mapped  every  mile  of 
public  road  in  every  county  in  North  Carolina.  They  made  a  high- 
way map  in  each  of  the  one  hundred  counties;  and  where  we  had 
formerly  understood  that  we  had  sixty-six  thousand  miles  of  public 
highway,  I  noticed  in  one  of  the  papers  presented  at  the  conference 
that  North  Carolina  is  listed  with  seventy-one  thousand  miles. 
Presumably  the  seventy-one  included  the  state  mileage  in  the  system. 
But,  the  best  information  obtainable  before  this  survey  was  made 
was  that  there  were  sixty-six  thousand  miles  of  county  public  roads 
in  the  state  system.  This  survey  indicates  all  that  they  had  been 
able  to  find,  the  representatives  of  the  United  States  Department 
of  Agriculture,  the  representatives  of  the  State  Highway  Commis- 
sion, acting  with  the  county  engineers  and  county  superintendents 
of  roads.  All  they  have  been  able  to  find  is  forty-five  thousand 
miles,  and  in  quite  a  number  of  counties  the  mileage  is  substantially 
less  than  one-half  of  that  previously  set  up  as  the  mileage  by  the 
county  highway  engineer  or  the  county  superintendent  of  roads. 

So,  it  looks  as  if  we  are  making  some  real  progress  in  the  direc- 
tion of  a  state-wide  system — a  complete  state-wide  system  of  public 
highways. 

I  perhaps  ought  to  apologize  for  taking  even  this  much  of  your 
time  in  opening  this  discussion.  The  first  gentleman  that  I  am 
going  to  ask  to  talk  to  you  on  the  subject  assigned  is  one  whom  I 
am  sure  is  exceptionally  well  qualified  to  advise  with  respect  to  the 
work  of  special  tax-investigating  commissions. 

In  a  memorandum  made  out  by  the  secretary  of  our  commission 
I  notice  he  has  listed  West  Virginia,  Minnesota  and  North  Caro- 
lina. He  was  only  in  North  Carolina  a  very  short  time,  doing  some 
special  investigating  work  for  the  North  Carolina  commission,  but 
in  that  time  we  were  highly  impressed  with  his  ability  for  this 
character  of  investigation  work  and  his  fair  attitude.  The  only 
criticism  that  I  would  have  to  make  of  his  work  was  that  he  made 
a  survey  of  the  income-tax  division  of  our  state  department  of 
revenue,  and  he  set  up  a  standard  under  which  he  thought  that 
department  ought  to  be  operated.  His  report  was  adopted  and 
printed  in  our  report,  the  report  of  the  commission  of  which  I  was 
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then  and  now  am  chairman,  and  since  that  time  the  chairman  of  the 
tax  commission  is  administering  the  state  department  of  revenue 
and  he  finds  some  difticulty  in  administering  it  according  to  the 
high  standards  that  this  gentleman  was  responsible  for.  I  take 
pleasure  in  asking  Doctor  Roy  G.  Blakey,  professor  of  Economics 
of  the  University  of  ^Minnesota,  who  has  recently  been  engaged  in 
some  tax  work  in  the  state  of  West  Virginia,  to  address  the  con- 
ference. 

SPl'X'I  \L  STATE  TAX  INA'ESTIGATIOXS 

ROY    G.    liLAKF.V 

Iniversily  (,f   Minnesota 

Special  tax  investigations  may  be  made  by  permanent  tax  com- 
missions or  by  special  commissions  or  by  experts  not  attached  to 
commissions.  We  shall  consider  briefly  the  advantages  and  dis- 
advantages of  each  method  as  well  as  questions  of  organization  and 
methods. 

Prior  to  the  beginning  of  this  century  almost  all  special  investi- 
gations were  made  by  special  committees  or  commissions.  This  was 
due  largely  to  the  fact  that  it  was  only  after  this  date  that  states 
began  to  set  up  permanent  commissions.  When  the  tax  system  of 
a  state  needed  attention,  or  when  the  state  needed  more  revenue, 
the  governor  or  the  legislature  appointed  a  special  group  which 
reported  and  disbanded.  In  a  few  years  when  trouble  again  threat- 
ened, another  call  was  issued,  another  report  was  made.  About 
1900  or  a  little  earlier  some  of  the  leading  states  began  to  create 
permanent  commissions.  In  nearly  every  case,  the  origin  of  the 
permanent  commission  was  due  to  a  special  commission  which  had 
been  summoned  to  remedy  bad  conditions,  and  as  part  of  its  report 
it  recommended  a  permanent  organization.  Such  a  commission 
could  not  only  make  reports  but  would  stay  on  the  jol). 

Some  of  the  advantages  of  having  special  investigations  made  by 
permanent  commissions  are  as  follows:  (1)  they  know  the  out- 
standing conditions  because  of  their  familiarity  with  the  situation ; 
(2)  they  know  what  is  politically  feasible;  (3)  they  remain  to  carry 
out  the  recommendations  if  enacted  into  law;  (4)  they  can  continue 
to  advise  and  repeat  recommendations  when  their  ideas  and  advice 
have  not  been  carried  out.  Such  investigations  would  usually  be 
made  by  the  tax  commission's  bureau  of  research  which  should 
continuously  make  studies  of  outstanding  problems  and  conditions. 
This  would  insure  a  year-to-year  program  of  steady  progress  and 
would  be  the  ideal  way  to  carry  out  investigations. 

Wisconsin  has  been  a  leader  in  this  method  of  tax  research. 
Special  study  of  one  or  more  problems  is  always  being  made  so 
that  a  body  of  information  is  developed.  The  commission  is,  there- 
fore, always  prepared  to  advise  the  legislature  and  the  governor. 
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In  this  way  sounder  progress  is  achieved  than  by  any  other  means. 
New  York  is  another  state  that  has  been  unusually  progressive  .in 
this  respect.  There  have  been  also  some  special  tax  investigations 
in  states  having  permanent  commissions,  usually  when  the  legisla- 
ture seemed  to  think  that  the  regular  commission  has  not  been  alert 
or  when  it  wanted  to  further  some  special  idea.  Those  in  charge 
of  some  of  these  special  investigations  have  cooperated  with  the 
permanent  commissions.  Some  commissions  that  were  formerly 
quite  alert  and  fruitful  in  their  studies  of  tax  matters  have  slumped 
a  good  deal  in  recent  years.  Apparently  they  have  become  engrossed 
in  routine  matters,  have  lacked  funds,  have  become  tired  or  dis- 
couraged, and  have  discontinued  most  of  their  more  valuable  re- 
search. 

This  suggests  the  handicaps  of  the  permanent  commissions.  The 
routine  of  administering  the  tax  laws  takes  most  of  the  time  of  these 
bodies.  In  these  days  of  economy,  funds  are  low.  Legislatures 
disregard  repeated  recommendations.  It  is  felt  that  things  can  go 
along  as  usual.  So  they  ease  up  in  their  efforts,  think  along  the 
same  old  lines  and  easily  fall  into  ruts. 

When  this  point  is  reached,  or  before,  there  is  need  of  someone 
with  new  ideas  and  new  energies.  This  indicates  one  of  the  great 
values  of  a  new  commission  or  of  an  outsider  if  he  is  of  the  right 
sort.  He  can  present  a  fresh  or,  at  least,  a  different  point  of  view. 
Furthermore,  he  can  say  things  which  one  in  the  administration 
cannot  express  for  political  reasons.  He  may  make  recommenda- 
tions which  the  permanent  commission  would  hesitate  to  make.  If 
he  is  from  outside  the  state,  his  recommendations  may  carry  more 
weight,  because  it  is  felt  that  he  is  free  from  personal  bias  and  has 
nothing  to  gain  personally  or  politically,  whereas  the  same  sugges- 
tions from  a  local  business  man,  or  a  commission  composed  of  such 
men,  might  be  looked  at  askance  because  of  a  deep-seated  suspicion 
that  they  represent  certain  interests  which  have  something  at  stake. 

Furthermore,  an  expert  from  outside  the  state  may  urge  laws  that 
tend  to  promote  harmony  between  states,  for  he  may  have  broader 
grasp  of  what  is  going  on  in  other  places.  For  example,  inheri- 
tance and  other  tax  legislation  should  be  such  as  to  prevent  over- 
lapping, but  the  officers  of  a  particular  state  are  usually  not  anxious 
for  reciprocity  if  it  means  a  loss  of  revenue.  An  outsider  sees  the 
advisability  of  interstate  comity  even  if  it  means  that  some  one 
state  will  get  a  few  dollars  less,  and  he  may  recommend  a  policy 
for  the  general  good  even  at  some  slight  sacrifice  to  one.  The 
"  Model  Tax  System  "  recommended  by  a  committee  of  the  National 
Tax  Association  was  drawn  up  to  promote  harmony  between  the 
states.  An  expert  can  show  a  state  how  to  work  in  that  direction 
and  can  point  out  the  advantages  of  so  doing  both  for  one  par- 
ticular <;tate  and  for  the  country  as  a  whole. 
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A  special  commission  may  help  get  a  state  out  of  a  rut.  Things 
are  probably  in  a  bad  way  or  the  commission  would  not  have  been 
appointed.  The  very  fact  of  its  appointment  by  the  governor  or 
legislature  focuses  attention  on  the  situation  and  this  in  itself  is  a 
means  of  educating  the  public.  It  is  hard  to  accomplish  much  for 
the  state  if  the  people  are  not  awake  to  its  needs. 

But  it  should  be  remembered  that  a  report,  after  it  is  presented, 
is  an  inert  thing  unless  there  is  a  strong  leader  to  carry  through  the 
recommendations  made.  The  governor  or  some  one  else  must  take 
it  up  and  push  it  if  the  most  is  to  be  made  of  the  possibilities. 
Even  if  recommendations  are  not  carried  out,  the  report  is  probably 
not  a  total  loss,  however.  It  may  help  to  build  up  public  opinion 
gradually  and  may  be  used  by  later  commissions. 

Let  us  turn  now  to  the  composition  and  organization  of  special 
commissions.  A  typical  commission  is  the  legislative  committee. 
This  may  be  either  a  session  committee  or  an  interim  committee. 
The  former  is  usually  appointed  near  the  beginning  of  the  session 
by  the  legislature.  It  is  made  up  of  men  of  their  own  group  with, 
occasionally,  a  trained  assistant,  possibly  an  economist.  While  this 
is  a  common  method,  it  is  not  usually  very  effective,  especially  if 
the  committee  does  not  have  competent  assistance.  The  members 
are  engrossed  in  many  other  duties.  They  may  find  the  most  out- 
standing difficulties  but  seldom  can  do  a  thorough  piece  of  work 
while  the  legislature  is  in  session. 

Often  an  interim  commission  is  authorized.  It  is  made  up  of 
members  of  the  Senate  or  House  or  both,  and  it  is  usually  expected 
to  report  at  the  following  session.  Some  such  groups  have  done 
excellent  work.  To  accomplish  this,  it  is  desirable  to  begin  imme- 
diately at  the  close  of  the  session  rather  than  delay  beginning  for 
18  or  20  months.  It  should  secure  a  staff  of  trained  investigators 
to  do  most  of  the  work  and  have  them  report  as  to  a  board  of 
directors.  It  is  all  too  common  to  postpone  meetings  of  the  com- 
mission until  the  summer  or  fall  before  the  legislature  is  to  meet. 
The  members  then  are  too  busy  with  their  law  practices,  farming 
or  other  regular  duties  to  pay  much  attention  to  the  subject  of  taxa- 
tion. Suddenly  they  realize  they  must  do  something,  so  they  an- 
nounce hearings.  Anyone  may  come  and  air  his  grievances.  This 
may  be  the  end  of  the  matter,  or  they  may  make  some  investigation, 
perhaps,  sticking  their  heads  in  the  doors  of  state  institutions  or 
making  tours  to  different  parts  of  the  state.  The  crucial  point  is 
that  these  men  have  not  the  time  or  training  to  get  the  necessary 
information  and  often  they  fail  to  get  competent  assistance.  As  a 
result,  such  committees  too  often  achieve  very  little  of  substantial 
value. 

-V  different  kind  of  commission  is  secured  by  authorizing  the 
governor  to  appoint   a  group  of  the  leading  business  men   of  the 
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state.  For  example,  he  may  select  half  a  dozen  representing  the 
state's  prominent  businesses  or  industries.  They  may  get  a  statis- 
tician and  some  stenographic  help,  but  little  other  competent  assist- 
ance. One  such  group  toured  the  state  holding  open  hearings  and 
they  even  made  a  junket  to  Washington  where  they  interviewed 
political  leaders  in  Congress.  The  best  advice  they  received  was  to 
get  some  expert  like  R.  M.  Haig  or  T.  S.  Adams  to  make  a  study 
for  them.  Such  a  committee  could  at  best  get  opinions  but  very 
little  well-ordered,  dependable  information  that  will  serve  as  a  basis 
for  intelligent  legislation. 

Another  example  of  a  commission  of  business  men  appointed  by 
the  governor  is  that  in  which  the  commission  considers  itself  a 
board  of  directors,  has  an  adequate  budget,  and  time  enough  to 
make  a  thorough  study.  One  such  commission  selected  an  experi- 
enced tax  authority  who  built  up  his  staff  of  economists,  engineers 
and  other  experts.  This  staff  reported  from  time  to  time  to  the 
commission.  A  few  hearings  were  held,  but  the  advantages  of  these 
were  largely  political  and  educational,  that  is,  they  let  the  people 
know  what  was  going  on.  A  report  by  such  a  group  is  valuable 
not  only  to  the  state  for  which  it  is  made  but  to  every  state  in  the 
Union.  It  will  be  taken  as  authority  by  investigators  and  legisla- 
tures in  a  dozen  other  states.  The  1929  report  of  the  California 
investigation  was  of  such  a  character. 

Another  state  worked  out  the  following  organization.  The  gov- 
ernor appointed  a  group,  most  of  whom  were  business  men,  but  the 
chairman  was  a  state  official  who  knew  something  of  the  tax  situa- 
tion. Besides,  he  was  a  man  of  high  caliber  and  of  fine  public 
spirit.  This  committee  selected  an  executive  secretary  who  took 
charge  of  the  survey.  He  was  a  clever  young  man,  well  educated, 
but  not  much  experienced  in  tax  matters  in  the  beginning.  He 
consulted  various  competent  authorities  as  to  methods  and  plans  of 
developing  the  study.  He  felt  his  way  slowly,  gaining  experience 
as  he  went  along,  and  became  a  fine  leader.  The  fact  that  there 
were  two  years  in  which  to  make  the  investigation  and  that  the 
commission  began  early,  gave  time  to  do  a  good  piece  of  work. 
The  chairman  and  the  executive  secretary  did  most  of  the  planning 
in  organizing  the  investigation  and  in  securing  the  personnel.  They 
selected  a  staff  by  engaging  a  few  outside  experts  tc  make  special 
studies  and  to  act  as  general  consultants.  The  larger  part  of  the 
staff  was  chosen  from  the  state  university  and  other  state  schools. 
For  example,  an  agricultural  economist  from  the  agricultural  col- 
lege investigated  the  taxation  of  farms.  Another  economist  from 
the  state  university  who  was  familiar  with  the  taxation  of  public 
utilities  investigated  that  matter.  Another  familiar  with  banking 
made  the  study  of  bank  taxation  for  the  commission.  And  so  on. 
The  commission  met  frequentlv  as  a  board  of  directors  and  criti- 
24 
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cizcd  the  reports  of  various  investigators  as  well  as  discussed 
general  policies.  An  unusual  amount  of  valuable  information  was 
secured;  it  was  analyzed  unusually  well,  aiTd  the  governor  and  the 
legislature  complimented  it  by  paying  more  than  usual  attention  to 
the  recommendations. 

Still  another  method  is  for  the  governor  to  ap])oint  one  experi- 
enced investigator  from  outside  the  state.  In  one  case,  both  time 
and  funds  were  limited  but  the  governor  wanted  definite  recom- 
mendations to  present  to  the  legislature  and  wanted  them  from  an 
unbiased  source;  that  is,  he  wanted  an  expert  to  diagnose  the  case 
and  prescribe  the  cure.  Arrangements  were  made  with  the  presi- 
dent of  the  state  university  for  some  help  but  much  of  the  assistance 
was  more  or  less  voluntary  and  subject,  therefore,  to  some  un- 
certainty. 

Besides  the  suggestions  implied  in  the  above  discussion,  two 
others  may  be  made  in  conclusion.  They  are  not  new,  but,  if  car- 
ried out.  would  aid  greatly  most  special  and  also  m.ost  permanent 
tax  commissions  and  tax  investigators. 

(  1  )  The  most  important  tax  is  the  general  property  tax  and  most 
ot  that  falls  on  real  estate.  The  easiest  and  cheapest  way  to  check 
up  administration  of  the  tax  on  real  estate  is  to  compare  assessed 
values  with  sale  prices.  Every  state  should  check  assessments  with 
all  representative  sales  regularly.  The  great  difficulty  is  that  most 
deeds  give  nominal  considerations  rather  than  the  true  price  paid. 
The  law  should  require  that  the  true  price  be  named.  If  necessary, 
a  separate  affidavit  might  be  filed  and  made  accessible  to  officials 
only.     This  is  a  little  reform  with  large  possibilities. 

(2)  There  should  be  centralized  cooperation  of  states  in  getting 
tax  information.  At  present  it  is  necessary  to  write  48  letters  as  to 
tax  collections,  cost  of  administration,  etc.  with  the  possibility  of 
some  not  being  answered,  or  of  the  data  not  being  on  a  standardized 
basis.  This  results  in  unnecessary  waste  of  time  and  energy  on  the 
part  of  both  investigator  and  tax  official.  The  National  Tax  Asso- 
ciation might  well  take  steps  to  provide  the  service  indicated,  or  see 
that  the  need  is  met  through  some  other  competent  agency. 

Euwix  S.  Todd  (Ohio)  :  Mr.  Chairman,  one  time  last  spring  a 
friend  and  I  were  leaving  Chicago  in  an  automobile.  At  a  certain 
corner  a  policeman  stopped  us  and  by  a  twist  of  his  thumb  urged 
us  to  go  in  a  certain  direction.  My  friend  said  we  wanted  to 
continue  on  highway  Xo.  42.  The  policeman  said.  *'  I  ain't  telling 
you  where  you  want  to  go ;  I  am  telling  you  where  to  go."  So, 
my  angle  of  approach  is  such  today  that  I  shall  tell  you  not  what 
we  should  have  done  but  what  we  have  done,  and  leave  the  criti- 
cisms, if  there  be  such,  to  others.  This  will  be  entirely  an  his- 
torical  study,   dealing  with   the  progress  of  tax   revision   in   Ohio. 
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It  certainly  would  not  be  in  good  taste  for  me,  from  my  standpoint, 
to  make  any  criticisms  whatsoever. 

The  Ohio  constitution  as  amended  by  vote  of  the  people  in 
November  1929  is  somewhat  complicated  as  to  subject  matter.  It 
first  provides  indirectly  for  the  classification  of  intangible  property 
through  the  declaration  that  "  land  and  improvements  thereon  shall 
be  taxed  by  uniform  rule  according  to  value."  Secondly,  it  declares 
that  the  tax  rate  on  realty  and  improvements  thereon  shall  not 
exceed  one  and  one-half  per  cent.  This  limit  may  be  exceeded 
however  by  a  majority  vote  of  the  electors  of  the  taxing  district 
voting  on  such  proposition  or  when  provided  for  by  the  charter  of 
a  municipal  corporation. 

It  may  seem  inconsistent  to  place  such  a  highly  objectionable 
clause  in  the  constitution  at  the  same  time  that  we  were  removing 
from  the  constitution  a  provision  that  hampered  progress.  The  ex- 
planation is  found  in  the  fact  that  it  was  placed  there  as  a  matter 
of  expediency  in  order  to  ensure  a  favorable  vote.  Of  the  two 
evils,  the  tax-limitation  rule  was  thought  to  be  less  objectionable 
than  the  uniform  rule.  Then  too,  the  limitation  provision  has  a 
loop-hole  big  enough  to  permit  as  much  evasion  as  is  possible  under 
the  present  legislative  restriction. 

Inasmuch  as  the  constitution  already  provided  for  an  income  tax. 
the  adoption  of  this  amendment  made  possible  a  general  and  com- 
prehensive reorganization  of  the  tax  system.  Could  it  be  done? 
Would  it  be  wise  to  do  so  ?  In  voting  the  amendment  did  the 
people  intend  that  there  should  be  a  general  revision  ?  Such  were 
the  questions  that  arose  immediately  after  the  election.  Certain 
economic  groups  contended  that  there  should  be  a  radical  revision 
while  others  contended  that  the  campaign  had  been  waged  on  the 
score  that  the  amendment  implied  only  a  mandate  for  the  taxing  of 
intangibles  through  differential  rates. 

Another  interesting  situation  arose  immediately  after  the  election. 
Many  of  the  various  organizations,  farm,  commercial  and  civic, 
that  had  cooperated  in  the  campaign  for  the  adoption  of  the  amend- 
ment, started  separate  movements  for  the  preparation  of  a  tax  pro- 
gram to  be  presented  to  the  next  state  legislature.  As  a  result,  it 
appeared  for  a  time  as  if  there  would  be  a  half-dozen  independent 
investigations  going  on  at  the  same  time.  It  can  readily  be  seen 
that  such  a  situation  would  lead  to  possible  disaster  to  the  cause, 
because  of  discordant  views  colored  more  or  less  by  the  peculiar 
interests  of  the  groups  involved. 

Governor  Cooper,  however,  took  the  matter  in  hand  and  decided 
to  appoint  a  general  committee  composed  in  large  part  of  members 
of  these  organizations.  The  other  organizations  very  soon  volun- 
tarily withdrew  from  the  field  and  thus  forestalled  any  competition 
with  this  general  committee  which  came  to  be  known  as  the  Gov- 
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enior's  Committee  on  Taxation.  The  fact  that  Governor  Cooper 
appointed  a  very  large  committee  of  more  than  one  hundred  and 
thirty  members  may  be  explained  and  probably  justified  by  the 
situation  which  pertained  as  outlined  above.  In  a  speech  at  Zanes- 
ville  the  Governor  defended  his  taxation  committee,  and  declared 
his  continued  confidence  in  his  organization  of  the  committee  as  the 
only  way  that  worthwhile  results  could  be  secured. 

The  general  committee  was  first  called  to  meet  on  December  20, 
1929.  The  Governor  in  his  address  stated  that  he  had  intentionally 
selected  "representatives  of  every  group  of  taxpayers  and  all  classes 
of  citizens  of  Ohio."  The  chairman  of  the  committee,  Mr.  E.  J. 
Marshall  of  Toledo,  in  his  address,  also  declared  that  the  "  char- 
acter of  the  committee  as  conceived  by  the  Governor  necessitated 
its  size."  Carrying  out  the  idea  of  the  Governor,  he  recommended 
that  three  types  of  sub-committees  be  set  up :  (1)  Special  group 
committees  representing  agriculture,  banks,  insurance,  etc.;  (2) 
subject  committees  for  the  investigation  of  such  problems  as 
mortgage-recording  taxes,  sales  taxes,  etc.;  and  (3)  technical  com- 
mittees for  the  study  of  such  questions  as  constitutional  law  and 
drafting. 

In  addition,  the  chairman  recommended  the  setting  up  of  a  com- 
mittee on  research  which  "  should  be  given  the  task  of  searching 
for,  assembling  and  analyzing  the  figures  bearing  upon  all  proposals 
which  appear  to  merit  consideration."  This  committee  was  to  be 
wholly  independent  of  every  other  committee  in  order  that  it  may 
be  free  "  to  assemble  facts  and  test  proposals  so  that  guesswork 
may  be  minimized." 

An  administrative  committee  was  also  set  up,  composed  of  the 
chairmen  of  the  various  sub-groups,  which  should  have  general 
charge  of  the  work  of  the  sub-committees. 

The  general  committee  organized  in  accord  with  these  recommen- 
dations— and  the  sub-committees  set  to  work. 

One  of  the  big  problems  at  the  outset  was  the  matter  of  the 
financing  the  work  of  the  committee.  The  supposition  originally 
was  that  the  state  would  finance  the  work,  but  the  state  authorities 
declared  that  they  had  no  authority  to  use  state  funds  for  such  a 
purpose,  and  the  committee  was  forced  to  collect  funds  as  best  it 
could  by  passing  the  hat  among  the  various  industrial  and  commer- 
cial organizations  of  the  state. 

In  outlining  the  work  of  the  committee,  I  shall  perforce  confine 
myself  to  facts,  leaving  possible  criticism  to  others.  Immediately 
after  the  initial  organization  of  the  general  committee,  the  majority 
of  the  sub-committees  got  to  work.  Many  of  them  have  made  final 
reports.  There  has  been  no  meeting  of  the  general  committee  since 
last  January  and  hence  all  reports  have  been  placed  in  the  hands  of 
the  administrative  committee  which,  however,  has  held  no  meeting 
for  several  months. 
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It  may  not  be  out  of  place  to  summarize  a  few  oi  the  tentative 
and  final  reports  to  indicate  the  trend  of  thought  in  the  state.  The 
manufacturers'  committee,  reporting  on  July  10,  1930,  declared  that 
this  committee  regards  the  tax  revision  problem  as  being  one  of 
balancing  local  budgets  and  reducing  confiscatory  rates  upon  intan- 
gible property.  This  committee  seems  to  assume  that  the  constitu- 
tional amendment  was  carried  on  the  expressed  assurance  that  the 
state  would  adopt  a  classified  property  tax. 

The  committee  on  banks,  in  a  preliminary  report  expresses  no 
preference  for  any  particular  system  of  taxation,  merely  declaring 
that  the  banks  must  be  treated  fairly.  The  committee  on  life  insur- 
ance expressed  the  hope  that  life-insurance  companies  will  be  treated 
more  leniently. 

Perhaps  the  most  complete  and  the  most  constructive  report  is 
that  of  the  committee  on  agriculture.  This  committee  strongly 
advocates  a  strict  adherence  to  the  tax  limitation  of  one  and  one- 
half  per  cent  on  realty — particularly  farm  realty.  Speaking  for  the 
agricultural  interests  of  the  state,  it  advocates  the  repeal  of  all  taxes 
on  intangibles  and  the  substitution  of  a  personal  income  tax,  plus  a 
modified  sales  tax. 

The  committee  on  research  has  thus  far  acted  merely  as  a  fact- 
finding body.  Among  the  really  valuable  statistical  and  factual 
contributions  are:  (1)  A  codification  of  the  Ohio  tax  laws  as  of 
January  1,  1930;  (2)  Studies  covering  such  matters  as  the  tech- 
nical details  relating  to  the  administration  of  various  kinds  of  taxes; 
and  the  collection  of  statistical  data  relative  to  possible  revenues 
from  various  kinds  of  intangibles. 

It  may  be  said  here,  that  the  various  commercial  and  economic 
group  organizations  have  generously  cooperated  in  interesting  the 
general  public  in  the  cause  of  tax  reform.  For  example,  the  Ohio 
Chamber  of  Commerce  devoted  its  entire  March  meeting  to  the  dis- 
cussion of  the  general  problems  of  taxation.  The  members  of  the 
general  committee  were  specially  invited  to  listen  to  tax  adminis- 
trators from  other  states  tell  how  they  were  solving  their  tax 
problems.  Tncidentally,  all  of  them  recommended  an  income  tax 
for  Ohio. 

THE    PRESENT    SITLTATIOISr 

So  much  for  the  work  of  the  sub-committees  up  to  the  present 
time.  What  can  one  say  as  to  the  present  situation  and  the  pros- 
pects for  preparing  a  comprehensive  general  report  before  the 
legislature  meets  next  January  ? 

It  is  difficult  to  make  a  precise,  clean-cut  answer.  The  situation 
is  rather  complicated.  In  the  first  place,  one  may  say,  without  ap- 
pearing unduly  critical,  that  we  are  handicapped  by  the  size  of  the 
general  committee.  Naturally  each  economic  group  is  looking  at 
the  tax  problem  from  its  own  viewpoint.     Without  doubt,  the  sub- 
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committee  reports  have  been  of  great  value  but  tliey  are  of  necessity 
incomplete,  because  few  committees  have  looked  at  the  tax  problem 
as  a  whole.  Thus  far  neither  the  administrative  committee  nor  the 
research  committee  has  done  much  extensive  or  intensive  work  in 
making  a  critical  analysis  of  sub-committee  reports  and  in  weaving 
these  reports  into  a  unified,  well-coordinated  and  correlated  whole 
based  on  fundamental  fiscal  ])rinciplc.  The  greater  part  of  such 
work  remains  to  be  done. 

It  may  well  be  that  the  administrative  committee  will  decide  to 
do  nothing  more  than  to  present  to  the  legislature  the  very  com- 
plete and  valuable  statistical  and  factual  data  collected  by  the  re- 
search committee.  The  chairman  of  the  general  committee  hinted 
at  such  a  possibility  in  his  inaugural  address  when  he  declared  that 
the  "  work  of  the  committee  would  be  eminently  worth  while  even 
if  nothing  else  were  done  than  to  furnish  facts  and  data  for  the 
consideration  of  the  legislature."  Naturally  such  an  outcome  of  a 
year's  work  would  be  a  bitter  disappointment  to  the  many  members 
of  the  committee  who  are  hoping  that  a  complete  and  comprehen- 
sive report  will  be  made. 

So  far  as  one  can  judge  the  direction  of  public  sentiment  and 
opinion  through  contact  with  farm  and  commercial  groups  in  the 
state,  I  should  say  that  there  is  a  growing  feeling  in  favor  of  going 
further  than  a  mere  reallocation  of  tax  rates  on  intangibles. 

Secondly,  the  present  situation  is  complicated  by  the  current 
political  campaign.  The  committee  itself  has  made  a  sincere  but 
unsuccessful  attempt  to  keep  tax  discussions  out  of  politics.  I  shall 
not  attempt  to  go  into  detail  on  this  point,  except  to  express  a  keen 
regret  that  the  w-ork  of  this  or  any  other  tax  committee  should  be 
affected  by  the  possibility  of  changes  in  the  political  complexion  of 
the  state  administration. 

THE    FUTURE 

As  to  the  future  it  is  difficult  to  make  predictions.  All  in  all, 
the  general  committee  has  done  remarkably  well  when  we  consider 
its  size  and  heterogeneous  membership.  Whether  such  a  committee 
can  agree  upon  a  comprehensive  program  which  must  be  formulated 
w^ithin  the  next  few  weeks  is  a  question  on  which  deponent  chooses 
not  to  express  an  opinion.  Perhaps  it  would  be  far  better,  if  this 
committee,  especially  in  light  of  the  present  political  situation,  could 
do  nothing  better  than  to  present  to  the  coming  legislature  the  mass 
of  statistical  and  factual  data  collected  by  its  various  sub-groups 
with  the  recommendation  that  the  legislature  appoint  a  small  com- 
mittee of  experts  who  would  consider  this  data  in  connection  with 
the  more  important  task  of  formulating  a  complete  tax  program 
for  the  consideration  of  the  legislature. 

There  is  a  growing  feeling  in  the  state  among  thoughtful  men 
and  recently  formulated  into  a  recommendation  bv  the  Ohio  Cham- 
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ber  of  Commerce  that  the  next  legislature  set  a  time  as  early  as 
possible  in  1932  for  a  special  session  of  the  legislature  for  the  sole 
purpose  of  considering  tax  legislation.  If  this  proposal  were  acted 
upon,  the  legislature  could  use  the  regular  session  for  routine  work 
and  have  ample  time  for  the  discussion  of  the  tax  problem  in  the 
special  session.  If  such  a  procedure  is  adopted,  the  writer  voices 
the  hope  that  the  legislature  early  in  its  regular  session  will  author- 
ize and  adequately  finance  a  small  committee,  with  the  command 
to  make  a  complete  report  to  be  presented  at  the  special  session. 
Such  a  procedure  would  at  least  present  an  opportunity  to  present 
and  adopt  a  tax  program  that  will  place  our  great  state  in  the  van- 
guard of  fiscal  progress. 

Chairman  Maxwell:  Mr.  Brindley,  hasn't  there  been  a  special 
investigation  in  Iowa  that  you  can  tell  us  about? 

John  E.  Brixdley  (Iowa)  :  I  was  not  expecting  to  be  called 
upon. 

Chairman  Maxwell:  The  conference  will  understand  that. 

Mr.  Brindley  :  It  has  been  my  privilege  in  the  last  twenty-one 
years  to  have  served  three  special  tax-investigation  commissions  of 
this  kind,  one  in  1911  and  1912,  one  in  1922  and  1923,  and  the  third 
at  the  present  time.  I  do  not  at  this  late  hour  believe  it  advisable 
to  go  into  any  detailed  discussion  of  the  work  of  any  of  these  com- 
missions but  possibly  in  five  minutes  I  can  make  a  few  remarks 
that  will  be  of  interest. 

The  commission  in  1911  and  1912  was  a  special  commission  of 
five  members  that  worked  a  year  and  a  half,  and  the  adviser  or 
secretary,  as  I  was  called  at  the  time,  had  most  of  the  work  to  do. 

Briefly,  in  1922  and  1923  there  were  eight  members,  four  repre- 
sentatives of  the  Senate  and  four  of  the  House.  Working  then 
about  a  year  and  a  half  they  met  for  some  fifty  or  sixty  days,  all 
told,  and  one  or  two  members  of  the  committee  did  a  very  preten- 
tious amount  of  work,  but  again  the  adviser  in  that  case,  as  I  was 
called,  had  a  very  large  part  of  the  work  to  do  in  drafting  the 
report,  and  so  forth. 

This  present  commission  of  six  members,  three  representatives 
of  the  Senate,  appointed  by  the  president  of  the  Senate,  and  three 
of  the  House,  appointed  by  the  speaker  of  the  House,  have  taken 
their  duties  very,  very  seriously,  have  done  a  large  amount  of  care- 
ful research  work — and  that  word  is  used  advisedly — and,  working 
with  the  permanent  state  tax  board,  as  we  call  it,  have  a  report  in 
the  process  of  being  completed,  which  will  be  ready  in  another  tw'o 
or  three  weeks.  I  am  very  happy  to  announce  that  in  this  case  the 
technical  work  that  has  been  so  well  discussed  by  Doctor  Blakey 
and  the  other  speakers  here,  which  ordinarily  goes  into  reports  of 
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this  character,  went  into  a  report  which  I  published  two  years  ago. 
It  will  also  go  into  a  report  which  will  be  published  by  the  State 
University  on  administrative  matters  this  winter,  so  that  the  legis- 
lature W'ill  have  before  it  a  copy  of  my  report  of  a  year  and  a  half 
ago,  which  has  been  sent  over  the  country  quite  generally,  a  copy 
of  the  University's  report  which  will  be  written  by  Air.  Doc  Nelson, 
and  it  will  have  a  very  brief  summary  of  recommendations  with 
bills  for  Acts.  Now,  up  to  the  present  moment  I  have  not  written 
a  single  word  of  this  report.  I  hope  that  will  be  true  when  we  are 
through.  I  may  help  them  a  little,  but  the  point  is,  we  tried  in  the 
year  and  a  half  to  have  the  members  of  this  committee  digest  a 
great  many  of  these  other  tax  reports;  and  I  w'ill  say  this  much, 
that  the  report,  if  I  were  writing  it,  would  not  be  substantially 
different  than  it  would  be  at  the  present  time.  We  have  some  six 
or  seven  bills.  The  first  bill  is  a  personal  income  tax,  which  will, 
if  it  is  enacted  into  law,  as  I  frankly  think  it  will  be,  yield  from 
five  to  six  millions  of  dollars;  the  second  is  a  bill  which  will  levy 
a  tax  of  six  mills  on  what  is  sometimes  called  corporate  excess,  the 
intangibe  value  of  business  over  and  above  physical  property.  That 
is  the  briefest  way  of  putting  it.  This  bill,  it  has  been  estimated, 
would  bring  in  just  about  as  much  revenue  as  the  ordinary  corpora- 
tion income  tax  would  bring  in,  probably  two  and  one-half  or  three 
millions  of  dollars;  the  third,  is  a  bill  to  abolish  all  the  locally 
elected  assessors  in  Iowa  and  in  lieu  thereof  provide  for  ninety-nine 
appointed  county  assessors.  Now,  strange  as  it  may  seem  to  you 
gentlemen,  I  am  of  the  opinion  that  we  have  a  very  excellent  chance 
of  passing  all  three  of  those  measures.  Of  course  the  latter  one  is 
the  extremely  important  measure. 

I  might  state  briefly  that  in  the  last  twenty  years  we  have  in 
Iowa  three  appointed  county  officials,  a  county  engineer,  appointed 
by  the  county  board,  who  may  be  expelled  by  the  state  highway 
commission;  a  county  agricultural  agent;  and  a  county  superin- 
tendent of  public  instruction.  We  have  that  background  of  twenty 
years  developed,  and  on  the  basis  of  that  background  we  hope  to  be 
the  banner  state  of  the  Union  in  abolishing  the  antequated  system 
of  elected  assessors  and  substituting  in  lieu  thereof  ninety-nine  ap- 
pointed county  assessors.  Of  course  it  is  almost  too  good  to  hope 
for,  but  we  have  a  very  good  chance,  I  think. 

(Chairman  AIaxwki.i,  :  Did  you  say  how  they  were  to  be  ap- 
pointed? 

Mr.  Brixdlkv  :   By  the  county  board  of  supervisors. 

The  fourth  are  bills  for  Acts  to  reduce  the  flat  rate  on  moneys 
and  credits.  I  cannot  go  into  detail  here.  We  have  a  bill  on  build- 
ing and  loan  associations ;  w^e  have  a  bill  on  mortgage-registry  tax, 
and  a  scries  of  three  or  four  bills  along  that  line  which  will  bring 
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in  a  fair  amount  of  revenue.  I  might  state  in  conclusion,  and  you 
will  be  surprised  when  I  tell  you  this,  that  the  labors  of  this  com- 
mission were  provided  for  in  what  is  known  as  Joint  Resolution 
No.  9,  which  instructed  this  committee  to  find  ways  and  means  of 
securing  revenue  in  Iowa  without  any  tax  on  general  property. 

As  a  result  of  the  investigation  extending  over  a  year  and  a  half, 
the  committee  of  six  members,  and  the  state  board  of  assessment 
and  review,  and  our  tax  commission  of  three  members  are  unani- 
mously of  the  opinion  that  that  was  a  very  unwise  resolution,  but 
our  recommendations  will  not  be  along  that  line.  In  conclusion,  I 
will  say  this,  that  the  major  question  in  public  finance  in  this 
country  today  is  the  relief  of  real  estate  from  taxation. 

Now  then,  if  we  get  a  personal  income  tax  bill,  and  this  cor- 
porate excess  bill  passed,  the  estimate  is  that  they  will  yield  about 
eight  millions  of  dollars.  I  am  not  at  liberty  to  discuss  the  appor- 
tionment of  those  funds  just  now  because  that  question  has  not  been 
settled;  but  the  point  is  that  in  the  last  year  the  general  property 
tax  of  Iowa  has  increased,  for  reasons  which  I  have  not  time  to 
discuss,  from  one  hundred  and  three  millions  of  dollars  to  one 
hundred  and  ten  millions  of  dollars,  a  seven  million  dollar  increase 
in  general  property  taxes  in  Iowa  under  the  present  economic  con- 
ditions. In  other  words,  even  if  we  get  our  report  through,  it  will 
only  be  a  drop  in  the  bucket,  which  explains  the  reason  why.  while 
the  other  members  were  going  to  other  group  meetings,  I  went 
down  and  listened  to  the  gentlemen  from  South  Carolina.  We  are 
going  to  have  to  face  in  the  American  commonwealth  sooner  or 
later  not  merely  all  the  income  taxes  that  can  reasonably  be  taxed, 
but  we  have  to  face,  at  least  in  my  judgment,  the  experience  of 
South  Carolina  and  some  other  states,  with  reference  not  to  general 
sales  but  to  a  specialized  sales  tax  and  the  excise  taxes,  which  bring 
in  about  four  millions  of  dollars  in  South  Carolina. 

Chairman  Maxwell:  We  are  indebted  to  Mr.  Brindley  for  his 
very  practical  suggestions.  There  are  several  other  gentlemen 
whom  the  Chair  might  call  on,  but  perhaps  in  the  short  time  that 
we  have  left  for  this  afternoon's  session  the  best  procedure  would 
be  to  open  the  conference  now  for  voluntary  discussion,  and  the 
Chair  will  be  pleased  to  recognize  any  gentleman  who  will  offer 
anything  on  this  subject. 

Charles  J.  Tobin  (New  York)  :  I  think  it  was  stated  that  there 
are  some  thirty-five  states  that  have  special  commissions.  I  take  it 
that  the  objectors  in  these  thirty-five  states  are  alike  in  many  re- 
spects. Senator  Edmonds  this  morning,  in  the  report  of  his  com- 
mittee, urged  uniformity  in  our  tax  laws.  We  have  had  here  in  the 
conferences  of  this  Association  for  many  years  many  objectors  to 
uniform  tax  laws.     Would  it  be  possible  to  use  the  agency  of  the 
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National  Tax  Association  to  keep  these  thirty-five  states  informed 
of  what  is  going  on  within  these  special  tax  commissions  so  that 
when  their  deliberations  are  completed  they  will  at  least  know  what 
is  going  on  within  those  different  commissions?  If  it  is  directed 
to  finding  out  what  the  burden  is  on  real  estate,  if  that  information 
could  be  spread  about,  so  that  New  York  is  informed  what  Illinois 
finds,  or  what  Ohio  finds  to  be  the  burden  on  real  estate,  or  some 
other  form  of  taxation  that  may  be  under  inquiry  by  six  or  seven 
or  eight  states,  when  that  is  found  if  it  could  be  sent  immediately 
to  the  other  states  who  have  the  subject  matter  of  better  tax  laws 
under  way.  it  would  be  a  real  object  if  we  could  use  the  medium 
of  the  Association  to  spread  that  information  to  the  various  com- 
missions that  are  now  in  existence.  I  just  throw  that  out  as  a 
suggestion,  because  Senator  Edmonds  this  morning  stressed  uni- 
formity in  tax  laws.  We  are  not  going  to  have  uniformity  unless 
we  cooperate  in  our  work.  Here  are  thirty-five  commissions  in 
thirty-five  states  attempting  to  do  a  particular  job  or  general  job  in 
new  tax  laws.  Can't  we  in  some  way  bring  that  material  together 
so  that  each  of  the  thirty-five  states  will  have  it  in  hand  as  they 
move  along  in  their  particular  tasks? 

Chairman  IMaxwell:  Thank  you  for  jnitting  that  suggestion  in 
the  record,  and  no  doubt  the  officers  of  the  Association  will  give  it 
consideration.  I  would  like  to  supplement  it  by  just  an  additional 
thought,  that  one  real  burden  of  tax  commissions  is  answering  all 
of  the  requests  that  they  get  for  information  about  their  state. 
These  requests  are  coming  from  all  other  states,  and  the  same  thing 
is  true  with  respect  to  the  commission  in  each  state.  Xow,  if  that 
information  could- be  furnished  through  one  central  source  it  would 
very  greatly  simplify  the  work  of  furnishing  that  information  and 
also  the  work  of  obtaining  the  information. 

Charles  J.  Tobix:  ^^Ir.  Chairman,  to  go  a  step  further,  my 
notion  was  if  we  could  have  a  clearing  house  through  this  particular 
Association,  that  would  more  or  less  assemble  the  general  informa- 
tion, the  general  inquiries  of  the  commissions,  and  then  send  that 
back  to  all.  I  am  sure  it  would  be  a  great  step  forward.  I  think 
it  is  absolutely  silly  for  us  to  go  on  and  say  that  we  should  have 
uniformity  in  our  tax  laws  if  we  do  not  do  something  within  our- 
selves to  help  that  uniformity.  Here  are  these  thirty-five  states 
working  to  get  better  tax  laws,  or  to  find  new  sources,  or  to  change 
their  old  schemes  of  taxation.  Should  we  stand  liy.  knowing  that 
all  this  exists,  knowing  that  at  least  thirty-five  states  are  on  this 
particular  job  today,  and  do  nothing  about  it? 

John  E.  Brixdlev:  One  other  thought.  I  admired  very  much 
Mr.  Blakcy's  paper,  and  I  am  not  disagreeing  with  Iiim,  except  in 
this  one  detail  :  I  think  that  while  the  permanent  tax  commissions 
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should  do  all  the  research  work  that  they  have  funds  to  do,  there 
are  times  when  special  commissions  are  a  little  more  free  to  help 
out.  I  know  that  is  true  in  Iowa  and  I  think  it  has  been  true  in 
some  other  states. 

Henry  F.  Long:  Just  a  word,  because  Mr.  Tobin  was  not  really 
answered.  I  think  what  Mr.  Tobin  has  in  mind  is  in  the  mind  of 
the  Association  officers,  and  may  possibly  be  brought  out  this  eve- 
ning in  Mr.  Fairchild's  remarks  in  the  thought  of  extension.  One 
of  the  things  that  was  considered  was  the  very  thing  Mr.  Tobin 
suggested,  namely,  to  have  these  thirty-odd  states  have  an  oppor- 
tunity to  get  what  other  states  were  doing,  by  a  centralized  filing 
of  the  various  reports.  One  of  the  things  that  occurred  to  me, 
though,  in  the  matter  of  making  these  reports,  possibly  is  not  a 
good  one,  but  my  experience  sometimes  has  prompted  me  in  the 
thought  that  many  of  these  tax  investigations  were  not  well  laid, 
that  in  truth  many  of  them  were  started  with  the  idea  of  elimi- 
nating or  getting  rid  of  some  objectionable  tax  proposal,  which  at 
a  particular  legislative  assembly  it  w^as  assumed  would  go  through, 
and  that  the  softest  way  to  let  it  down  would  be  to  have  it  referred 
to  a  special  commission.  I  think  a  great  many  of  those  special 
commission  reports  are  simply  a  featherbed  upon  which  some  of 
these  fine  legislative  proposals  were  dropped.  That  is  not  true  of 
North  Carolina  and  some  of  the  other  commissions'  reports  but  of 
these  thirty-one  investigating  commissions  throughout  the  states  my 
thought  of  the  matter  is  that  about  twenty-one  or  twenty-three  will 
turn  out  to  be  duds. 

Chairman  Maxwell:  The  Chair  will  be  pleased  to  recognize 
the  representative  of  any  commission,  who  has  not  been  called  on. 
or  any  gentleman  connected  w-ith  any  special  survey  that  has  been 
made  either  by  a  state  or  other  agency. 

Jens  P.  Jensen  :  I  don't  know  whether  the  invitation  is  still 
standing  or  not.  I  want  to  say  very  briefly  that  I  have  been  con- 
nected this  summer  with  a  type  of  investigation  that  is  unique  in 
one  respect.  All  of  the  investigations  that  Professor  Blakey  men- 
tioned this  afternoon  have  this  in  common :  They  are  made  by 
some  branch  of  the  government,  either  the  legislature  or  the  gov- 
ernor. The  one  I  am  thinking  of  was  not  so  sponsored.  I  refer 
to  the  Colorado  survey,  which  has  just  been  completed,  and  which 
I  think  will  be  printed  and  available  within  a  week  or  two. 

At  the  last  legislative  session  of  Colorado,  it  was  attempted  to 
secure  a  legislative  commission  or  at  least  a  commission  of  some 
sort,  subject  to  the  authority  of  the  governor  or  the  legislature,  to 
study  the  tax  system  of  the  state  and  report,  but  in  the  jamb  of  the 
last  days  of  the  session,  and  owing  to  the  fact  that  there  was  a 
democratic  governor  and  a  republican  legislature,  that  did  not  go 
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through.  I  suppose  that  happens  often.  The  Denver  Chamber  of 
Commerce  decided  it  would  be  a  good  thing  if  the  information  was 
available,  so  the  Chamber  undertook  to  raise  enough  money  to 
finance  at  least  a  modest  survey,  and  asked  me  to  come  and  make  it. 
I  began  on  the  first  of  May  and  stayed  there  in  Denver  for  some 
time.  OfT  and  on  I  think  I  must  have  spent  something  like  fourteen 
weeks  there.  I\Iy  assistant,  who  did  most  o£  the  work,  is  here,  and 
one  of  the  other  assistants  is  here.  The  report  will  appear  with 
something  like  220  pages.  I  hope  you  will  take  a  look  at  it,  even 
though  it  is  not  sponsored  by  some  form  of  government. 

Now,  I  think  sometimes  it  may  be  that  an  investigation  of  that 
sort  may  be  useful.  In  this  case  it  comes  in  as  an  emergency. 
At  least  two  more  years  would  have  elapsed  if  it  had  been  necessary 
to  wait  for  another  legislature  to  proceed  with  such  an  investiga- 
tion. It  is  in  a  sense  an  emergency.  Perhaps  investigations  of  that 
sort  should  be  mainly  emergency  investigations.  It  is  better  perhaps 
that  the  investigation  or  the  makers  of  the  investigation  shall  be 
responsible  to  the  government,  but  1  think  this  will  be  useful  in 
large  part.  Perhaps  it  may  be  as  useful  as  the  government-made 
or  government-sponsored  investigation  would  have  been.  It  has 
obviously  some  disadvantages.  In  the  first  place  it  has  no  authority 
to  compel  information.  It  has  to  ask  for  the  information  and  it 
cannot  demand  it.  That  may  not  be  of  importance  in  a  great  many 
respects,  but  in  some  cases  it  is.  Then  also  it  runs  the  risk,  unless 
it  is  very  carefully  guarded  against,  of  not  having  the  confidence 
of  the  people.  Of  course  some  of  the  others  do  not  necessarily 
have  the  confidence  of  the  people  either,  and  don't  amount  to  any- 
thing, but  it  runs  the  risk  of  not  being  accepted  as  trustworthy, 
and  may  be  suspected  of  being  made  by  an  agency  that  had  an  ax 
to  grind. 

I  think  the  Denver  Chamber  of  Commerce  wisely  called  in 
separate  bodies  from  all  over  the  state  for  counsel,  and  acted  wisely 
in  having  repeated  conferences  with  various  business  agencies. 
Nevertheless,  the  disadvantage  remains.  But,  on  the  other  hand, 
as  I  say,  we  could  not  have  had  that  investigation  until  two  years 
later,  and  perhaps  not  then.  Such  information  as  it  contains  and 
such  proposals  as  are  embodied  therein  will  be  available  for  the 
legislature  two  years  earlier  than  they  would  have  been  otherwise. 
The  people  in  Colorado  thought  the  situation  was  critical,  as  they 
always  think  when  they  have  a  commission  for  investigation.  Taxes 
on  property  were  too  high.  There  were  some  other  difficulties. 
There  were  some  people  who  were  very  impatient  with  the  way  the 
intangible  taxes  affected  business,  taxes  on  intangible  property.  So 
I  say,  the  principal  thing  that  can  be  said  in  favor  of  that  sort  of 
investigation  is  that  it  can  be  done  speedily  and  economically  be- 
cause you  do  not  have  to  counsel.     It  may  have  the  offsetting  dis- 


SPECIAL  STATE  TAX  INVESTIGATIONS  381 

advantage  that  the  opportunity  of  counselling  with  others  does  not 
come  in.  If  it  is  done  by  one  who  is  wise,  the  report  may  be  good; 
if  it  is  not,  it  may  not  be  good. 

I  thought  I  would  mention  that  as  a  type  of  investigation  that  at 
least  has  some  claim  to  attention,  although  it  has  not  the  governor 
for  one  of  its  parents  and  the  legislature  for  the  other. 

C.  R.  White  (New  York)  :  After  hearing  this  discussion  I 
thought  it  might  be  of  interest  to  those  who  are  interested  in  tax 
revision  generally,  where  these  different  commissions  are  working, 
to  get  the  reaction  that  we  have  in  the  state  of  New  York.  Since 
1920  we  have  had  almost  continuously  special  tax  commissions 
making  investigations,  and  in  all  cases  with  competent  experts. 
Quite  a  large  volume  of  very  valuable  material  has  been  accumu- 
lated during  that  time,  but  very  little  has  been  accomplished  in  the 
way  of  legislation.  There  is  one  viewpoint  that  we  must  always 
keep  in  mind  when  we  are  investigating  with  a  view  of  getting 
legislation,  and  that  is,  investigations  that  are  made  by  public  offi- 
cials— and  I  speak  advisedly  because  I  have  been  one,  although  I 
am  not  now  in  that  capacity — are  liable  to  be  taken  by  the  people 
and  by  the  different  interests  as  being  something  set  up  to  get  more 
money,  and  not  a  real  thoroughgoing  carefully-made  investigation 
with  a  view  of  curing  any  of  the  ills  that  relate  to  the  people's 
welfare  generally. 

The  work  of  these  commissions  has  been  of  the  very  highest 
type.  In  addition  to  that  we  have  in  the  state  of  New  York,  in  the 
department  of  taxation  and  finance,  a  very  high-grade  research  de- 
partment, with  Doctor  Howard  at  the  head  of  it,  always  pretty  well 
financed.  There  again  we  have  an  accumulation  of  very  valuable 
information.  Some  of  us  conceived  the  idea  that  it  would  be  a 
very  valuable  thing  to  have  a  commission  not  legislative  in  nature 
but  a  commission  which  represented  the  primary  interests,  so  that 
when  we  finished  the  investigation  or  rather  the  digestion  of  this 
accumulated  material  there  would  be  the  required  backing  to  go 
before  the  legislature.  I  attended  some  of  these  other  hearings  and 
it  seemed  to  me  all  of  the  gentlemen  who  appeared  before  the  legis- 
lative commissions  came  there  for  the  purpose  of  not  giving  any 
information  as  to  how  we  might  improve  our  tax  situation,  but.  as 
I  think  one  of  the  gentlemen  said  here,  their  main  object  was  to 
tell  why  they  should  have  their  taxes  reduced,  or  not  have  taxes 
at  all.     And,  that  is  no  cure  for  the  situation. 

Now,  the  last  legislature  set  up  this  commission  and  it  was 
understood  by  the  proponents  and  leaders  of  the  legislature  that  we 
should  have  only  two  representatives  of  the  legislature  on  the  com- 
mission. We  had  the  chairman  of  the  Senate  and  Assembly  Tax 
Committees,  both  of  them  men  of  long  experience  in  tax  legislation, 
and  both  of  them  very  high-minded  men.     They  did  not  give  us 
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quite  as  much  as  we  wanted,  because  we  would  like  to  have  had  a 
little  more  representation.  But,  we  had  on  that  committee,  which 
was  appointed  concurrently  by  the  Governor,  the  President  pro  ton. 
of  the  Senate  and  Speaker  of  the  Assembly,  a  man  representing 
the  mercantile  interests,  a  man  representing  the  state  in  the  person 
of  the  budget  director,  a  person  representing  industry,  and  Mr. 
Frank  Zoller,  a  member  of  this  organization,  who  is  tax  attorney 
of  the  General  I'.lectric  Company,  and  there  was  one  representing 
agriculture,  and  so  on.  Now,  we  have  employed  Doctor  Haig, 
whom  you  know,  and  who  is  Doctor  Seligman's  assistant.  We  have 
reserved  the  right,  with  Doctor  Haig,  to  have  Doctor  Warren  of 
Cornell  to  take  the  agricultural  or  rural  research  work  and  give  us 
some  material  on  that.  In  every  respect  we  reserve  the  right  to 
call  in  other  experts.  In  fact,  we  have  already  arranged  with 
Doctor  Bullock.  We  are  going  to  submit  questions  and  sit  as  a 
jury  on  this  matter,  in  every  one  of  these  phases  of  taxation.  We 
want  the  facts.  We  do  not  want  any  man's  opinion,  we  want  the 
combined  opinion  of  the  best  authority  available.  The  law  calls  for 
the  cooperation  of  our  two  tax  commissioners  in  New  York,  whom 
you  know  well,  Mr.  Commissioner  Graves  and  Mr.  Commissioner 
Alerrill.  Now,  we  have  the  backing  of  the  legislature.  That  bill 
provides  that  we  shall  find  the  different  sources  of  income.  We 
will  carefully  analyze  each  source  with  two  or  three  views,  perhaps, 
first  to  find  out  what  possible  income  may  be  derived  from  that 
source;  second,  what  is  going  to  be  the  effect  upon  the  particular 
interests  taxed.  Then  comes  the  reciprocity  question — how  far  we 
can  go.  We  have  trouble  with  that  in  the  state  of  New  York. 
The  third  is.  what  is  its  equitable  portion  of  the  entire  amount. 
No  matter  whether  it  is  great  or  small,  what  is  its  equitable  portion 
of  the  entire  income  of  the  state.  And  then  comes  the  question  of 
the  allocation  of  funds  to  the  subdivisions  of  our  state — and  we  do 
a  lot  of  that  in  New  York  State— allocation  equitably  between  these 
subdivisions  to  take  care  of  our  schools  and  roads  and  the  expenses 
of  state.  Of  course  the  legislature  wants  our  report  by  the  15th  of 
next  February.  You  gentlemen  know  that  we  won't  do  it.  or  even 
within  a  year  from  that  time. 

We  have  a  very  fine  corps  of  research  men  and  \vc  arc  going  to 
the  bottom  of  it,  and  every  man  on  this  committee  is  obliged  to  be 
ab-solutely  open-minded  and  fair,  and  to  examine  the  other  fellow's 
conditions  and  his  rights  as  well  as  his  own. 

Something  else  was  brought  up  here  today.  I  think  Senator 
Edmonds  said  that  it  is  not  a  case  of  individuals  not  wanting  to  pay 
taxes  but  they  would  like  to  have  something  to  say  as  to  how  they 
want  to  pay  it.  I  think  we  can  gain  a  great  deal  by  getting  in  the 
different  taxed  interests.  W^e  do  not  want  a  committee  so  big  that 
it  is  unworkable.     We  are  just  going  to  sit  down  recognizing  that 
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each  one  ought  to  pay  his  share.  And,  gentlemen,  the  payment  of 
taxes  is  just  as  much  a  duty  of  the  citizen  as  it  is  to  pay  the 
grocery  or  coal  bill  or  anything  else.  VVe  are  going  to  find  a  solu- 
tion of  these  problems.  Men  do  not  like  to  have  these  things  forced 
upon  them  but  they  are  usually  willing  to  do  their  share. 

In  our  state,  as  has  been  said  already,  we  have  a  number  of 
sources  of  income.  I  think  when  we  get  into  the  different  sub- 
divisions, there  are  something  like  t\vent)'-two  or  twenty-three  of 
them.  Our  constitution  is  wide  open.  We  are  not  hampered  by 
constitutional  provisions  so  far  as  the  state  of  New  York  is  con- 
cerned. We  may  have  to  have  some  consumption  tax  of  some 
nature,  and  I  will  tell  you  the  reason  why.  We  have  been  tre- 
mendously liberal  in  the  state  of  New  York  in  exempting  certain 
intangibles  from  taxation,  and  we  have  been  tremendously  liberal 
in  New  York  in  exempting  a  great  deal  of  real  estate  from  taxa- 
tion. We  have  real  estate  belonging  to  religious  institutions  run- 
ning into  many  millions  of  dollars  in  excess  of  what  they  are  using 
for  religious  purposes.  We  made  a  mistake.  There  are  incomes 
that  are  made  from  sources  that  we  cannot  reach.  We  have  too 
many  people  that  are  getting  away  with  good  incomes  and  not 
paying  any  taxes.  And,  it  is  possible  we  shall  have  to  resort  to 
some  luxury  taxes,  at  pretty  good  percentages. 

I  am  telling  you  this  to  show  that  New  York  is  trying  to  get  a 
solution  of  this  question  by  coming  to  the  taxpayers  themselves, 
appealing  to  their  consciences  to  make  them  feel  that  it  is  their 
privilege  and  duty  to  meet  their  portion  of  the  entire  load  of  taxa- 
tion. That  is  quite  a  bit  for  New  York.  We  run  about  a  billion 
one  hundred  million  dollars.  The  state  of  New  York  allocates  to 
its  schools  over  one  hundred  millions.  It  is  a  big  proposition. 
When  I  say  to  you  that  Commissioner  Merrill  made  the  remark  to 
me  a  couple  of  days  ago  that  if  we  could  levy  a  one  and  one- 
quarter  per  cent  tax  upon  the  wealth  of  our  state,  we  could  have 
more  money  than  necessary  to  cover  the  expenses  of  the  state  and 
subdivisions,  )^ou  can  see  that  it  is  not  going  to  be  a  tremendously 
heavy  burden  if  you  can  get  everybody  to  do  his  share;  and  that 
is  what  we  are  after. 

Chairman  Maxwell:  Any  further  discussion?  I  think  it  is 
time  to  adjourn.     What  is  the  pleasure  of  the  conference? 

(rvlotion  duly  made  and  seconded  to  adjourn) 

(Adjournment ) 


XINTH  SESSIOX 

Thursday,  Octobkr  23,  1930, 
Eight  O'Clock  }'.  M. 

Clarence  Smith,  \'ice-President  National  Tax  Association, 
presiding. 

Chairman  Smith:  Before  starting  on  the  proceedings  of  the 
conference  this  evening,  Mr.  Watson  of  tlie  farm  bureau  desires  to 
make  an  announcement. 

John  C.  Watson  (Illinois)  :  ^Ir.  Chairman,  Ladies  and  Gentle- 
men :  I  wish  to  repeat  the  announcement  which  I  made  early  this 
afternoon  for  the  benefit  of  any  who  may  not  have  been  present  at 
that  time. 

The  American  Farm  Bureau  Federation  invites  every  one  attend- 
ing this  conference,  who  is  interested  and  who  can,  to  attend  a 
meeting  which  will  be  held  tomorrow  morning  in  Room  225  of  this 
hotel,  beginning  at  nine  o'clock.  The  nature  of  that  meeting  is 
about  as  follows :  It  is  not  that  any  one  has  any  cut-and-dried  pro- 
gram, or  even  any  papers  to  read,  but  there  are  some  people  who 
believe  that  the  time  has  come  when  something  should  be  done  to 
remedy  the  worst  injustice  of  our  present  tax  system,  with  respect 
to  those  whom  it  injures  most.  W^e  hope  it  is  the  beginning  of 
something  which  will  result  in  something  worth  while,  perhaps  not 
this  year  but  at  some  time  in  the  future,  and  every  one  who  is  in- 
terested in  a  subject  of  this  kind,  whatever  his  personal  interest 
may  be,  is  cordially  invited  to  attend. 

Chairman  Smith:  Members  of  the  conference,  we  are  going  to 
have  a  very  interesting  session  this  evening.  The  one  speaker  on 
the  program  will  be  our  president,  Professor  Fred  R.  Fairchild. 
As  far  back  as  I  can  recall.  Professor  Fairchild  has  attended  all  of 
the  meetings  of  the  Association,  has  served  in  various  capacities, 
and  has  given  unstintingly  his  time  for  the  improvement  and  better- 
ment of  the  Association.  We  will  now  be  glad  to  hear  from  Pro- 
fessor Fairchild,  whom  I  deem  most  eminently  qualified  to  speak 
on  the  subject  of  ''  The  Future  of  the  National  Tax  Association." 

(All  assembled  arise.) 

(384) 
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THE  FUTURE  OF  THE  NATIONAL  TAX  ASSOCIATION 
PRESIDENTIAL  ADDRESS 

FRED  ROGERS  FAIRCHILD 
National  Tax  Conference,  Kansas  City.  October  23.  1930 

I  never  fail,  upon  the  occasion  of  one  of  our  annual  tax  con- 
ferences, to  experience  a  feeling  akin  to  ainazement  at  the  vitality 
which  seems  to  exist  in  this  our  pursuit  of  the  baffling  problem  of 
taxation.  Undoubtedly  the  superficial  observer  would  find  it  not 
entirely  easy  to  understand  the  presence  each  year  of  this  large  and 
representative  company  of  men  and  women,  cheerfully  giving  a 
week  of  their  valuable  time  and  incurring  substantial  expenses  of 
travel  for  the  attainment  of  a  reward  which  must  after  all  appear 
somewhat  intangible  and  elusive.  To  no  one  does  there  seem 
promise  of  any  great  substantial  gain. 

Yet  here  we  have  all  been  coming  during  these  twenty-four  years 
since  the  National  Tax  Association  had  its  birth  in  Columbus,  Ohio, 
in  the  year  of  grace  nineteen  hundred  and  seven.  And  our  numbers 
and  our  interest  and  our  enthusiasm  have  steadily  grown.  The 
explanation  of  this  phenomenon  lies,  I  believe,  in  the  inherent 
nature  of  the  National  Tax  Association  as  an  educational  enter- 
prise. 

For  that,  most  emphatically,  is  what  we  are.  Here  come  the  tax 
officials,  who  have  ever  constituted  the  backbone  of  our  organiza- 
tion, seeking  to  learn  something  that  may  illuminate  the  path  of 
their  official  duties.  Some  of  you  are  tax  attorneys  or  the  repre- 
sentatives of  large  tax-paying  corporations,  here  to  absorb  some- 
thing that  may  enable  you  better  to  deal  with  the  tax  problems  of 
your  clients  or  the  business  enterprises  you  represent.  We  academic 
members  are  here  because  we  know  that  the  sound  method  of 
science  is  a  combination  of  theory  and  practice  and  that  here  we 
may  learn  from  the  experience  of  practical  taxmen.  We  even  admit 
that  we  may  sometimes — very  rarely,  of  course — learn  something 
from  our  academic  colleagues.  Finally  there  is  the  goodly  company 
of  those  who.  having  no  direct  professional  connection  with  taxa- 
tion, are  nevertheless  interested  and  desirous  of  keeping  abreast  of 
the  times.  But  let  us  not  take  ourselves  too  seriously.  Of  course 
we  all  expect  to  have  a  good  time  when  we  attend  a  conference 
of  the  National  Tax  Association,  and  there  may  even  be  among  us 
those  who  have  come  principally  ''  for  the  ride."  But  that  only 
completes  my  picture;  for  are  not  the  extra-curricular  activities  an 
essential  part  of  every  up-to-date  educational  institution  ? 

In  brief,  the  American  tax  problem  is  of  sufficient  interest  and 
importance  to  enlist  the  thought  of  many  earnest  minds,  whether  of 
taxing  officials,  taxpayers,  tax  students,  or  those  with  only  a  more 


386  NATIONAL  TAX  ASSOCIATION 

general  interest  in  practical  economics  and  public  affairs.  And  the 
annual  opportunity  lor  meeting  of  such  minds  is  one  of  the  chief 
ends  — perhaps  the  chief  end  —  of  the  National  Tax  Association. 
We  meet  together  that  we  may  both  give  and  receive  knowledge 
from  one  another's  study  and  experience. 

Those  who  originally  conceived  the  plan  of  the  National  Tax 
Association  were  wise,  and  experience  has  confirmed  their  wisdom. 
The  National  Tax  Association  has  preserved  unimpaired  its  true 
educational  character.  It  has  never  become  the  instrument  of  selfish 
interests  nor  an  organ  of  propaganda.  On  the  other  hand,  it  has 
made  notable  contributions  to  the  increase  of  knowledge  of  taxa- 
tion and  has  exerted  a  powerful  influence  upon  constructive  legis- 
lation and  administration,  both  federal  and  state.  The  temptation 
is  strong  upon  me  to  take  advantage  of  this  opportunity  to  pass  in 
review  our  twenty-four  years'  history  and  to  catalogue  the  truly 
remarkable  record  of  our  achievements.  But  I  must  turn  my  back 
upon  that  attractive  bypath.  I  have  a  different  message  for  you 
today.  I  only  wish  to  call  attention  here  to  the  two  essential 
characteristics  of  our  constitution  which,  it  seems  to  me,  have 
determined  and  preserved  the  true  nature  of  the  National  Tax 
Association. 

In  the  first  place  the  founders  introduced  an  interesting  novelty 
in  the  organic  separation  between  the  National  Tax  Association  and 
the  annual  tax  conference.  The  conferences  are  in  no  sense  the 
annual  conventions  of  the  association,  as  is  common  among  organ- 
izations otherwise  similar  to  ours.  Each  annual  conference  is  a 
distinct  entity,  brought  into  existence  when  it  first  assembles  and 
ceasing  to  exist  with  its  final  adjournment.  It  elects  its  own  ofifi- 
cers,  makes  its  own  rules,  and  adopts  such  resolutions  as  it  sees  fit. 
The  connection  between  the  conference  and  the  Association  is  only 
such  as  is  necessary  to  the  existence  of  a  series  of  annual  confer- 
ences such  as  this.  The  National  Tax  Association  is  the  continu- 
ing body,  charged  with  the  duty  of  providing  that  the  tax  conference 
shall  be  held  each  year.  In  fulfillment  of  this  duty,  it  determines 
the  qualifications  of  the  delegates,  arranges  the  program,  determines 
the  time  and  place  of  meeting,  issues  the  call,  and  then  turns  the 
conference  over,  w'ithout  restriction,  to  the  assembled  delegates. 
Upon  adjournment  of  the  conference,  the  National  Tax  Association 
publishes  its  proceedings  and  gives  such  further  publicity  as  may 
be  required  to  its  deliberations  and  conclusions.  The  Association 
also  gives  ear  to  recommendations  directed  to  it  by  the  conference 
and  in  particular  appoints  committees  for  study  of  special  problems 
in  pursuance  of  recommendations  of  the  conference  and  arranges 
for  report  by  such  committees  to  future  conferences. 

I  have  said  that  the  Association  turns  the  conference  over  to  the 
assembled    delegates    "  without    restriction."    but    this    is    not    quite 
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accurate.  There  is  one  exception,  and  this  except'.on  constitutes 
what  I  consider  the  second  most  fundamental  feature  of  our  con- 
stitution. In  the  words  of  the  constitution  (certificate  of  incorpora- 
tion) of  the  National  Tax  Association,  "At  any  such  conference, 
the  persons  attending  shall,  by  such  attendance,  be  deemed  to  con- 
sent to  the  condition  and  limitation  that  the  result  of  a  vote  upon  a 
matter  involving  the  official  expression  of  the  opinion  of  the  con- 
ference on  a  question  of  taxation  or  public  finance  of  general  public 
interest  shall  not  be  announced  or  be  given  publicity  in  any  report 
thereof  issued  by  the  corporation  or  be  taken  as  having  its  endorse- 
ment, unless  there  shall  have  been  full  discussion  thereof,  at  that  or 
a  prior  conference,  and  unless  the  vote  shall  represent  the  substan- 
tially unanimous  opinion  of  the  conference,  which  shall  be  deemed 
to  be  expressed  by  not  less  than  a  four-fifth  vote." 

The  consequences  of  these  two  unique  characteristics  of  our 
organization  have  been  profound.  The  Association  is  not  bound 
nor  its  freedom  of  action  restricted  by  resolutions  adopted  by  con- 
ferences. Neither  is  any  conference  bound  by  resolutions  adopted 
by  a  previous  conference.  Times  change,  and  opinions  and  recom- 
mendations adopted  at  one  time  may  in  later  years  require  modifica- 
tion or  reversal.  Some  associations  thus  find  themselves  occasionally 
embarrassed  by  binding  resolutions  adopted  at  past  meetings.  No 
such  condition  can  arise  with  us. 

Nor  have  our  resolutions  tended  to  exhibit  an  ephemeral  char- 
acter or  to  indicate  a  vacillating  policy.  In  fact,  the  resolutions  of 
the  National  Tax  Conferences  have  been  rather  remarkable  for 
their  solidity  of  judgment,  and  with  surprisingly  few  exceptions 
they  have  stood  the  test  of  time.  Without  doubt  this  is  in  large 
measure  the  consequence  of  the  rule  which  has  required  that  only 
substantially  unanimous  opinions  of  the  conferences,  may  be  ex- 
pressed in  public  resolutions. 

It  is  to  this  restriction  that  I  am  inclined  also  to  ascribe  another 
happy  feature  of  our  history;  that  is,  the  general  absence  of  attempts 
to  control  the  conferences  in  behalf  of  special  interests  or  to  force 
the  adoption  of  resolutions  for  purposes  of  selfish  propaganda. 
While  it  is  conceivable  that  a  well-organized  special  interest  might, 
through  the  political  methods  which  prevail  in  some  organizations, 
succeed  in  winning  a  majority  vote  on  some  issue,  the  possibility 
of  securing  the  substantially  unanimous  approval  of  any  conference 
is  so  remote  as  to  make  the  effort  not  worth  the  trying. 

Planted  thus  on  solid  ground  and  guided  by  wise  leadership,  the 
National  Tax  Association  has  had  a  healthy  growth  and  reached  a 
development  of  which  we  may  be  justly  proud.  Our  conferences 
are  well  attended  and  attract  national  interest.  Our  publications 
are  taken  seriously  by  public  officials,  law-makers,  taxpayers,  and 
students  of  taxation.     Our  special   committees  have  been  able  to 
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perform  notable  services.  Our  inlluence  upon  the  sijread  of  knowl- 
edge and  the  development  of  sound  judgment  on  tax  matters  among 
the  American  public  has  been  notable.  All  of  this  is  pleasant  to 
contemplate. 

But  it  is  not  to  invite  you  to  such  complacent  contemplation  that 
I  am  here  today.  Rather  1  wish  to  i)resent  to  your  serious  consid- 
eration the  (juestion  whether  the  Xational  Tax  Association  is  living 
up  to  its  opportunities — whether  the  present  position  of  dignity  and 
authority  occupied  by  the  Association  should  perhaps  be,  not  chiefly 
a  cause  of  smug  self-congratulation,  but  rather  a  conscience- 
pricking  reminder  that  we  are  failing  to  render  the  service  for 
which  we  are  destined  and  which  is  now  within  our  pow-er.  Let  us 
consider  the  question  with  reference  to  what  I  regard  as  our  three 
principal  functions;  namely.  (1)  the  annual  conferences  with  their 
published  proceedings,  (2)  the  Bulletin,  and  (3)  the  investigations 
and  reports  of  special  committees. 

As  to  the  first  there  is  least  to  say.  In  my  opinion  our  confer- 
ences are  performing  well  and  faithfully  their  proper  function.  In 
the  vital  importance  of  the  topics  considered,  in  the  high  character 
of  the  papers  and  discussion,  in  the  sound  judgment  of  the  re^solu- 
tions,  and  in  the  usefulness  of  the  published  proceedings.  I  believe 
the  conferences  are  fulfilling  their  destiny  and  need  only  to  continue 
upon  the  path  that  has  been  marked  out.  There  is  no  doubt  that 
we  might,  liy  appropriate  effort,  enlarge  the  number  of  delegates. 
But  1  am  not  at  all  positive  that  this  would  be  an  advantage.  I 
doubt  if  '■  l)igger  and  better  conferences"  should  be  our  slogan,  or 
that  in  this  case  "  bigger  "  means  "  better."  The  character  of  the 
conferences  is  not  in  their  size,  but  rather  in  the  representative 
standing  and  geographical  distribution  of  the  delegates  and  in  the 
standard  of  the  program. 

In  one  respect  only  do  I  see  clear  ground  for  improvement:  The 
proceedings  of  the  conferences  ought  to  reach  a  wider  audience. 
The  way  to  attain  this  end  is  chiefly  through  enlarged  membership 
of  the  Association,  and  on  that  point  more  later. 

The  BnUctin  of  the  Xational  Tax  Association  is  a  useful  organ. 
You  all  know  it  well.  We  all  appreciate  its  services  in  binding 
together  the  membership  of  the  Association,  in  presenting  timely 
news  and  discussion,  in  calling  attention  to  current  publications, 
and.  above  all.  in  giving  to  the  members  Mr.  Ilolcomb's  invaluable 
notes  on  judicial  decisions.  We  recognize  the  faithful  and  generous 
services  of  those  who  have  borne  the  editorial  burden. 

But  after  all  is  said,  do  you  believe  that  the  Bulletin  is  worthy 
of  the  National  Tax  Association  or  that  it  is  attaining  to  the 
measure  of  usefulness  which  is  possible?  Frankly,  I  do  not.  There 
is  right  now.  1  believe,  the  need  for  a  real  national  journal  of  taxa- 
tion, giving  suitable  attention  to  the  ])robIems  of  stale  and  local  as 
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well  as  federal  taxation.  The  field  is  virtually  unlimited;  the 
problems  demanding  discussion  are  numerous,  vital,  and  complex. 
There  is  urgent  need  of  broad  public  education  on  tax  matters,  and 
there  is,  I  am  certain,  a  wide  and  rapidly  growing  public  interest 
which  would  respond  instantly  to  any  such  offering.  Already  the 
field  is  being  entered  at  special  points,  as  by  the  "  Income  Tax 
Magazine,"  the  '"  Public  Dollar  "  of  the  Chamber  of  Commerce  of 
the  United  States,  the  "  Tax  Digest  "  of  the  California  Taxpayers' 
Association,  the  "  Texas  Tax  Journal,"  and  others.  Tax  matters 
are  receiving  much  attention  in  the  standard  economic  and  business 
journals.  A  national  journal  of  taxation  has  its  audience  already 
assured.  It  should  from  the  start  be  on  a  par  with  the  leading 
journals  in  the  fields  of  economics,  business,  and  public  affairs. 

Obviously  our  little  Bulletin,  with  all  its  virtues,  is  not  respond- 
ing to  this  demand,  a  demand  which,  it  seems  to  me.  is  peculiarly 
an  invitation  to  the  National  Tax  Association.  The  .sort  of  journal 
I  have  in  mind  might  absorb  all  that  the  Bulletin  now  contains  and 
should  go  far  beyond.  It  should  present  each  month  authoritative 
articles;  it  should  record  the  current  tax  news;  Mr.  Holcomb's 
department  of  judicial  decisions  should  be  taken  over  as  it  now  is; 
there  should  be  a  comprehensive  department  of  reviews  of  current 
literature;  other  departments  would  doubtless  grow  up;  special 
attention  should  be  given  to  those  intricate  problems  of  state  and 
local  taxation  which,  with  their  interstate  complications,  now  vex 
the  taxpayers  and  the  tax  administrators. 

Obviously  no  such  journal  can  be  organized  on  the  present  basis 
of  the  Bulletin.  There  must  be  a  full-time,  or  at  least  half-time, 
editor,  receiving  a  good  salary.  Salaries  might  be  required  for 
sub-editors  of  departments.  The  pay  and  the  job  must  be  big 
enough  to  attract  from  able  men  such  exclusive  time  and  eft'ort  as 
the  Bulletin  can  of  course  not  now  demand.  I  know  of  what  I 
speak,  having  myself  at  one  time  edited  the  Bulletin.  Furthermore, 
we  should  not  depend  on  purely  gratuitous  contributions,  but  should 
pay  for  articles  upon  terms  comparing  favorably  with  other  jour- 
nals of  high  standing.  All  of  this  of  course  means  large  expense. 
But  it  is  expense  which  is  warranted  by  the  great  service  such  a 
journal  would  render,  and  I  am  confident  that  the  funds  may  be 
obtained. 

I  know  that  there  are  those  who  fear  that,  if  the  Bulletin  should 
develop  into  the  high-grade  tax  magazine  which  I  have  sketched, 
it  might  lose  its  present  influence  in  holding  together  the  Associa- 
tion through  bringing  a  somewhat  intimate  monthly  m.essage  to  the 
members.  This  is  a  function  which  the  Bulletin  has  performed 
admirably,  and  any  plans  for  a  different  sort  of  publication  should 
take  careful  thought  that  this  function  be  not  lost  or  weakened. 
It  is  conceivable  that  the  Bulletin  in  substantially  its  present  form 
should  be  continued  in  addition  to  the  more  ambitious  tax  magazine. 
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The  constitution  of  the  '"  International  Tax  Association,"  adopted 
at  its  second  annual  meeting  at  Toronto  in  1908,  stated  the  objects 
of  the  Association  in  these  words :  "...  to  formulate  and  an- 
nounce, through  the  deliberately  expressed  opinion  of  an  annual 
conference,  the  best  informed  economic  thought  and  ripest  adminis- 
trative experience  available  for  the  correct  guidance  of  public 
opinion,  legislative  and  administrative  action  on  all  questions  per- 
taining to  state  and  local  taxation,  and  to  interstate  and  inter- 
national comity  in  taxation."     (Art.  I,  sec.  2.) 

In  some  respects  the  history  of  the  National  Tax  Association  has 
not  precisely  fulfilled  the  prophecy  of  these  words.  The  resolu- 
tions of  the  conferences,  for  example,  have  scarcely  occupied  the 
predominant  position  which  this  language  indicates  the  founders  of 
the  Association  foresaw.  But  the  spirit  of  this  statement  of  purpose 
has  lived  unchanged.  The  National  Tax  Association  has  ever  been 
and  is  today  what  its  founders  planned,  an  institution  of  education — 
education,  be  it  noted,  of  a  direct  and  practical  sort,  its  mission  to 
place  the  learning  of  the  students  of  taxation  and  the  experience 
of  the  tax  administrators  in  the  hands  of  those  who  would  put  such 
knowledge  to  practical  use.  It  is  for  the  enlightenment  and  aid  of 
those  who  frame  the  tax  laws,  of  those  who  bear  the  burden  of  tax 
administration,  and  of  the  public,  whose  opinion  in  the  last  resort 
directs  law-makers  and  tax  officials,  that  the  National  Tax  Asso- 
ciation exists.  The  National  Tax  Association  has  never  made  any 
conspicuous  contribution  to  research.  I  doubt  much  if  that  is  its 
role.  Rather  its  function  is  to  place  the  results  of  research  and 
experience  where  they  will  bear  practical  fruit. 

A  development  which  the  founders  of  the  Association  apparently 
did  not  clearly  foresee  was  the  appearance  of  the  special  committees 
as  a  vital  part  of  the  Association's  educational  machinery.  It  was 
not  long,  however,  before  the  conferences  began  to  pass  resolutions 
requesting  the  National  Tax  Association  to  create  committees  to 
investigate  certain  problems  and  report  their  conclusions  and  recom- 
mendations to  succeeding  conferences.  There  has  been  a  distin- 
guished line  of  these  committees.  Their  reports  have  played  an 
important  part  in  guiding  the  discussion  at  the  conferences  and 
have  been  an  essential  instrument  in  that  "  correct  guidance  of 
public  opinion,  legislative  and  administrative  action  "  which  the 
founders  of  the  Association  set  as  its  goal. 

The  certificate  of  incorporation  of  the  National  Tax  .Association 
executed  last  January,  contains  the  following  official  statement  of 
the  objects  of  the  Association,  in  which  recognition  is  given  to  the 
committees : 

••  To  educate  and  benefit  its  members  and  all  others  who  may 
be  interested  in  the  subject  of  taxation  and  the  subject  of  public 
finance,    of    which    taxation    forms    a    part,    by    promoting   the 
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scientific  study  thereof  generally,  by  the  encouragement  of  re- 
search, by  collecting,  preserving,  and  diffusing  scientific  infor- 
mation and  knowledge  relating  thereto,  by  organizing  confer- 
ences   and    bringing    together    for    discussion    public    officials, 
taxpayers   and   their    representatives,    students,    instructors    in 
universities  and  colleges  and  others  interested  in  the  subjects 
of  taxation  and  public  finance,  by  publishing  and  distributing 
reports    of    conference    proceedings    and    such    other    books, 
periodicals  and  publications  as  may  be  desirable  and  helpful  for 
the  accomplishment  of  the  purposes  of  the  corporation;   by 
appointing   committees    for    the    investigation    of   problems    in 
taxation  and  public  finance;  by  formulating  and  announcing, 
through  the  deliberately  expressed  opinion  of  its  conferences, 
the  best  informed  economic  thought  and  ripest  administrative 
experience  available  for  the  guidance  of  public  opinion,  legis- 
lation, and  administration,  on  questions  relating  to  taxation  and 
public  finance;  by  acquiring,  utilizing,  applying,  and  disposing 
of  property  and  funds  exclusively  in  establishing,  maintaining, 
improving,  and  extending  the  benefits  and  usefulness  of  the 
corporation,  through  the  accomplishment  of  its  purposes,  and 
by  promoting  better  understanding  of  the  common  interests  of 
national,  state,  and  local  governments  in  the  United  States  and 
elsewhere,  in  matters  of  taxation  and  public  finance  and  inter- 
state and  international  comity  in  taxation." 
Here  again  it  would  be  a  pleasant  task  to  rehearse  the  illustrious 
list  of  our   committees,   to   appraise  the   conspicuous   service   they 
have  rendered  in  disseminating  knowledge,  and  to  congratulate  our- 
selves upon  the  really  extraordinary  influence  which  their  reports 
have  exerted  in  the  world  of  legislation  and  administration.     And 
again  I  shall  turn  my  back  upon  the  pleasant  path  in  order  to  invite 
your  attention,  not  to  what  we  have  done,  but  to  what  we  might  do 
and  are  not  doing. 

The  president  of  this  Association  is  able  to  call  upon  the  most 
distinguished  men  of  economic  science  and  tax  administration  and. 
through  appeal  to  their  loyalty  to  the  National  Tax  Association  and 
their  unselfish  interest  in  the  promotion  of  knowledge,  to  induce 
them  to  serve  upon  committees  and  give  freely  of  their  time  and 
their  expert  knowledge.  These  are  the  sort  of  men  vvho  have 
served  upon  our  committees  in  the  past  and  who  may  be  counted 
upon  in  the  future.  But.  as  our  tax  system  develops,  the  problems 
confronting  us  become  increasingly  complex,  and  the  knowledge 
required  for  their  solution  becomes  more  technical,  more  intricate, 
more  voluminous,  and  more  difficult  to  gather  and  appraise.  Mod- 
ern instruments  and  methods  of  research  have  developed,  in  taxa- 
tion as  in  other  fields.  The  day  has  passed  when  a  group  of  men. 
no  matter  how  learned  and  able,  can.  by  means  of  correspondence. 
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two  or  three  luncheon  meetings,  and  the  literary  exertions  of  the 
chairman,  formulate  the  solution  to  the  sort  of  problem  which  is 
being  propounded  to  us  today. 

The  National  Tax  Conference  of  1929  called  upon  the  Associa- 
tion to  appoint  five  special  committees.  Two  of  these  committees 
were  duly  appointed,  the  one  dealing  with  uniformity  and  reci- 
procity in  state  and  local  taxation,  under  the  chairmanship  of 
Senator  Edmonds  of  Pennsylvania,  the  other  to  investigate  the 
taxation  of  motor  vehicles,  with  Professor  Martin  of  Kentucky  as 
chairman.  You  have  already  been  privileged  to  hear  from  both  of 
these  committees  at  the  present  session. 

The  other  committees  were  to  have  considered  (  1  )  the  functions 
and  sources  of  revenue  of  the  states  and  their  local  subdivisions 
with  special  reference  to  the  burden  of  taxation  upon  real  estate, 
(2)  the  statutory  definition  of  value  for  the  purposes  of  tax  assess- 
ment, and  (3)  the  problem  of  the  assessment  of  tangible  personal 
property,  particularly  that  of  manufacturing  and  mercantile  enter- 
prises. These  are  all  obviously  subjects  of  great  importance,  upon 
which  it  was  quite  natural  that  the  conference  should  seek  light  and 
upon  which  the  reports  of  our  committees  would  have  been  wel- 
comed by  the  American  public.  Yet,  as  I  told  the  readers  of  the 
Bulletin  in  June,  after  careful  consideration  and  many  conferences, 
I  have  not  seen  my  way  to  appoint  these  committees. 

Xo  one  of  these  problems  can  be  solved  without  laborious  and 
time-consuming  effort  to  gather  the  indispensable  body  of  facts. 
The  kind  of  men  whom  we  should  desire  to  serve  upon  these  com- 
mittees cannot  be  expected  themselves  to  perform  this  labor.  They 
cannot  give  the  necessary  time,  and  anyway  this  is  not  their  job. 
Committees  of  this  sort  require  the  aid  of  paid  research  assistants, 
or  the  funds  wherewith  the  necessary  research  may  be  farmed  out 
to  research  organizations  in  connection  with  the  universities  or  else- 
where. The  National  Tax  Association  does  not  have  the  money. 
I  wish  it  distinctly  understood  that  this  is  the  sole  reason  why  all 
three  of  these  committees  have  not  been  functioning  during  the 
past  year  and  are  not  here  to  report  to  you  this  week. 

The  work  of  our  special  investigating  committee-3.  if  adequately 
financed,  might  well  lead,  through  a  natural  development,  to  the 
establishment  by  the  National  Tax  Association  of  a  bureau  of  in- 
formation— a  sort  of  national  clearing  house  for  tax  information. 
There  is,  I  think,  a  real  need  for  such  a  service.  Its  first  and  most 
obvious  duty  would  be  to  aid  the  investigating  projects  of  the  Asso- 
ciation's ow'n  committees.  But  it  would  also  be  in  position  to  serve 
tax  officials  and  tax  students  throughout  the  country.  Those  who 
are  known  by  reputation  to  be  well  informed  in  the  realm  of  taxa- 
tion are  in  constant  receipt  of  requests  for  information  about  an 
infinite  variety  of  tax  matters.     Much  du])lic;ition  of  effort,  on  the 
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part  of  both  parties,  is  involved  in  such  correspondence,  which 
would  be  minimized  if  there  were  a  recognized  national  clearing 
house  of  tax  data.  Such  a  bureau  would  not  necessarily  require  an 
extensive  library;  its  duty  would  be  to  know  where  the  information 
was,  to  maintain  indexes  and  bibliographies,  to  have  accurate  and 
up-to-date  knowledge  of  the  work  of  the  tax  commissions  and  of  all 
organizations  and  individuals  engaged  in  tax  research.  This  ser- 
vice might  well  develop  into  a  fourth  major  function  of  the 
National  Tax  Association. 

If  I  have  the  right  vision — if  the  National  Tax  Association  is 
destined  to  grow  and  expand  its  services  as  I  foresee — then  we  must 
face  three  pressing  problems. 

The  first  concerns  the  executive  office  of  the  Association.  Up  to 
this  time  our  Association  has  been  able  to  function  through  the 
voluntary  and  unpaid  services  of  its  officers,  among  whom  Mr.  Hol- 
comb  for  the  past  eighteen  years  bore  the  bulk  of  the  burden.  He 
has  served  us  thus  willingly  and  cheerfully,  because  his  heart  has 
been  in  the  work,  but  I  know  that  of  late  the  labor  has  been  weigh- 
ing heavily  on  him  and  he  would  welcome  some  relief.  The  Asso- 
ciation will,  I  believe,  desire  to  keep  Air.  Holcomb  in  his  present 
office  and  avail  itself  of  his  counsel  just  as  long  as  he  may  be 
willing  to  serve  us.  But  the  time  has  come  when  he  must  be  re- 
lieved of  the  routine  ta.sks  involved  in  his  office  and  in  the  editor- 
ship of  the  Bulletin.  No  association  of  this  sort  can  go  on  indefi- 
nitely as  we  have  done.  I  believe  that  we  should  at  once  consider 
plans  for  setting  up  an  executive  office,  perhaps  under  the  direction 
of  a  salaried  executive  secretary  or  manager,  but  at  any  rate  ade- 
quately equipped  with  the  necessary  paid  clerical  and  stenographic 
assistance. 

In  the  second  place,  few  of  us,  I  believe,  if  we  give  serious 
thought  to  the  matter,  are  content  with  the  present  small  member- 
ship of  the  National  Tax  Association. 

There  is  nothing  disgraceful  in  small  membership,  and  the 
achievements  of  this  Association  have  evidently  not  been  propor- 
tional to  its  size,  nor  has  its  influence  been  confined  within  the 
circle  of  its  own  members.  Nevertheless  a  greatly  increased  mem- 
bership is,  I  believe,  essential  to  that  wider  sphere  of  influence 
which  now  appears  to  be  easily  within  our  grasp,  and  its  attainment 
should,  I  submit,  be  one  of  our  chief  purposes  of  the  immediate 
future. 

I  have  no  interest  in  any  attempt,  through  a  high-powered  drive, 
to  bring  in  a  horde  of  members  from  the  highways  and  hedges, 
many  of  whom  would  drop  out  after  a  year  or  two.  On  the  con- 
trary, I  believe  we  could,  by  the  right  sort  of  campaign,  easily 
double  or  treble  our  permanent  membership,  without  going  outside 
tlie  group  of  those  who  have  a   real   interest   in   the  work   of  the 
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Association.  Incidentally,  the  enlarged  journal  uli'ich  I  have  been 
describing  could  easily  be  made  the  means  of  securing  many  new 
members. 

Thirdly,  you  have  doubtless  sensed  the  materialistic  conclusion 
toward  which  a  part  at  least  of  my  remarks  have  been  tending. 
The  sort  of  National  Tax  Association  which  I  envisage  must  be 
assured  of  am|>i'e  financial  support.  I  have  of  course  not  presumed 
to  set  up  a  budget  or  to  put  my  ideas  into  exact  figures.  But  I  am 
convinced  that  we  should  set  our  sights  high  and  make  our  plans 
in  no  small  per.ny-saving  spirit.  The  service  of  which  I  believe  the 
National  Tax  Association  is  capable  is  worth  all  It  will  cost,  and 
finance  on  a  generous  scale  may  be  just  as  easy  as  that  which  is 
timid  and  niggardly. 

First  of  all,  I  am  confident  that  a  considerable  increase  in  the 
current  income  of  the  Association  may  easily  be  secured.  The 
greatly  increased  membership  which  is  part  of  my  ideal  will  corres- 
pondingly raise  the  revenue  from  dues.  There  are  at  least  revenue 
possibilities  in  the  "'bigger  and  better "  Bulletin.  Whether  the 
Association  could  ever  pay  its  way  from  these  sources  of  revenue 
is  probably  doubtful.  In  any  event,  if  we  are  to  proceed  at  once 
with  any  enlarged  program,  considerable  financial  aid  from  outside 
sources  is  immediately  imperative.  I  have  every  confidence  that  the 
search  for  generous  friends  thus  to  come  to  our  aid  would  not  be 
fruitless.  Informal  overtures  already  made  lead  me  to  believe  that 
some  of  the  great  funds  endowed  for  the  promotion  of  human 
knowledge  and  the  improvement  of  the  conditions  of  human  life  in 
America  would  lend  a  sympathetic  ear  to  our  appeal.  My  confi- 
dence in  this  Association  and  my  faith  in  the  enlarged  program  of 
service  which  I  have  outlined  are  such  that  it  is  inconceivable  to 
me  that  the  Association  should  have  to  stand  still  or  decline  merely 
because  of  lack  of  the  sinews  of  war. 

I  have  tried  to  lay  before  you  my  own  vision  of  the  future  of  the 
National  Tax  Association.  There  are  doubtless  those  who  may  not 
fully  agree  with  me.  I  wish  it  clearly  understood  that  I  have  been 
speaking  solely  on  my  own  authority.  I  have,  it  is  true,  been  aided 
in  the  preparation  of  this  address  by  a  Policy  Committee,  composed 
of  all  the  ex-presidents  of  the  Association,  and  have  profited  by 
their  wise  counsel.  But  my  views  are  my  own,  and  none  of  the 
members  of  this  Committee  has  renounced  his  right  to  express  con- 
trary opinions.  All  those  who  found  it  possible  to  be  present  have 
been  invited  now  to  address  you  and  to  give  you  the  benefit  of  their 
consideration  of  these  problems. 

It  is  my  sincere  hope  that  we  may  have  here  and  now  a  free  and 
frank  discussion  of  these  matters.  It  was  for  this  purpose  that  I 
gave  you  due  warning,  in  the  June  Bulletin,  and  this  is  the  purpose 
of  the  introductory  remarks  which  I  have  now  addressed  to  you. 
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What  of  the  future  of  the  National  Tax  Association?  What  is  its 
true  field  of  service?  Should  it  seek  to  enlarge  and  improve  its 
sphere  of  usefulness,  and,  if  so,  how?  Whence  may  we  expect  to 
receive  the  necessary  financial  support?  Are  there,  for  example, 
any  reasons  why  the  Association  should  not  solicit  and  receive  gifts 
from  disinterested  individuals  and  associations,  including  the  en- 
dowed funds?  These  are  some  of  the  questions^upon  which  I  trust 
you  will  be  inclined  to  express  yourselves,  to  the  end  that  wise 
counsel  may  prevail  and  the  National  Tax  Association  continue  to 
serve  its  purpose  and  justify  the  vision  of  its  founders. 

Chairman  Smith  :  In  the  paper  just  read,  Professor  Fairchild 
has  presented  many  interesting  problems  which  the  Association  will 
be  or  is  now^  confronted  with  and  must  in  time  solve,  and  the  Chair 
feels  your  remarks  will  furnish  additional  valuable  suggestions. 
The  discussion  will  be  led,  as  stated  by  Professor  Fairchild,  by 
three  of  the  ex-presidents  who  are  attending  this  Association  this 
evening,  and  the  Chair  will  first  recognize  Mr.  William  Bailey. 

William  Bailey  (Utah)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men: First  I  want  to  express  my  feeling  of  gratitude  for  the  oppor- 
tunity that  I  have  in  being  here  with  you  once  more.  I  was  not 
able  to  attend  last  year.  This  organization  has  come  to  be  like  a 
sweetheart  to  me,  and  if  I  don't  see  her  once  a  year  I  am  unhappy. 

I  have  been  coming  quite  regularly  to  this  organization  since 
1913,  and  I  have  watched  its  growth,  and  the  boy  has  grown  larger 
than  the  home.  He  must  get  out.  I  recognized  this  when  we  were 
at  White  Sulphur  Springs,  at  which  time  I  had  a  little  plan  pre- 
pared, but  it  was  too  big,  we  thought  then.  But,  we  have  still 
continued  to  grow,  and,  friends,  I  am  absolutely  convinced  that  we 
have  reached  a  point  where  w-e  must  get  out  of  the  little  sphere  in 
which  we  have  been  traveling  for  a  long  time. 

I  was  elated  tonight  in  listening  to  the  paper  that  has  just  been 
delivered  by  our  President  upon  that  point.  The  Association  has 
done  splendid  work,  and  it  has  been  received  by  all  of  us  with  open 
arms,  and  we  have  appreciated  it,  and  there  are  things  in  it  that 
must  be  continued,  but  it  is  a  little  thing  and  must  be  made  larger. 
We  must  get  out  of  this  little  valley  into  a  greater  field,  and  place 
ourselves  in  a  position  to  show  what  we  are. 

I  know-  that  there  is  no  organization  in  the  United  States,  or  the 
world,  for  that  matter,  that  is  yielding  a  greater  influence  in  the  tax 
field  than  the  National  Tax  Association.  I  have  noticed  that  there 
are  some  people  who  would  be  pleased  to  take  a  little  from  our 
name  if  they  could,  because  of  the  field  in  which  we  are  working 
and  because  of  that  which  we  have  achieved.  I  have  seen  Congress 
wait  patiently  for  the  work  of  some  of  the  National  Tax  Associa- 
tion committees,  that  they  might  take  their  research  and  their  find- 
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ings  and  adoj)t  them.  I  could  name  you  several  if  time  would 
permit. 

There  is  one  thing  that  rather  struck  me  tonight.  I  believe  we 
should  get  into  research.  We  have  been  for  years  and  years  find- 
ing new  ways  of  taxation,  but  I  have  not  heard  much  al^out  ex- 
penditures. We  made  an  effort  upon  that  once  at  White  Sulphur 
Springs,  and  thought  we  had  secured  the  services  of  Frank  Lowden 
to  look  into  these  matters,  but  he  got  ambitious,  like  Caesar,  but  was 
not  killed.  We  have  reached  a  point  in  our  history,  friends,  when 
we  must  get  out  of  this  little  rut  into  the  better  and  bigger  place 
in  the  world  that  we  have  earned.     The  time  has  come. 

I  know  the  splendid  work  that  has  been  done  through  our  com- 
mittees, and  I  cannot  sit  down  without  referring  to  the  splendid 
work  done  by  the  committee  headed  by  Senator  Edmonds.  It  is  a 
real  contribution.  My  state  is  considering  it.  Mr.  Edmonds  did 
not  tell  you  about  us,  because  I  am  ashamed  of  it,  but  it  is  having 
its  effect,  and  I  say  this  for  your  sake,  Mr.  Edmonds,  because  I 
don't  want  you  to  get  discouraged.  You  are  doing  a  splendid  work. 
We  can  branch  out  but  we  must  have  a  broader  scope  on  which  to 
work.     Thank  you. 

Chairmax  Smith  :  We  shall  be  glad  to  hear  from  George 
A'aughan. 

Georgi-:  \'AU(iHAX  (  Arkansas )  :  ]\Ir.  President,  Ladies  and  Gen- 
tlemen :  Tonight  is  the  first  time  we  have  had  outlined  to  us  in 
clear  and  succinct  language  the  possibilities  of  this  great  asso- 
ciation. 

I  became  associated  with  this  organization  in  1912  and  have 
missed  very  few^  meetings  since  then.  It  was  not  long  after  I  be- 
came afiflliated  with  it  that  I  thought  I  saw  much  greater  fields  of 
u.sefulness  than  it  was  occupying.  Perhaps  I  was  a  little  impatient 
that  we  get  to  that  point  where  we  could  expand  and  do  these  very 
definite  serviceable  things.  But,  we  have  all  learned  from  experi- 
ence that  the  immature  youth  is  not  the  one  with  which  to  entrust 
great  responsibility.  He  must  achieve  manhood.  Our  organization 
has  now  passed  just  beyond  the  point  at  which  a  man  reaches  his 
majority  in  the  American  states.  We  have  reached  the  point  when 
we  feel  our  powers,  we  feel  our  innate  capabilities;  and  now  there 
seems  to  be  i)ointe(l  out  a  possibility  that  they  may  be  actually 
realized. 

Now,  our  President  has  mentioned  very  clearly  certain  definite 
fields  but  has  not  stressed  the  field  of  research.  Perhaps  he  is  wise 
in  reserving  that  for  more  direct  agencies.  Suggestions  have  come 
to  me  from  time  to  time,  especially  in  recent  years,  from  men  of 
ability  and  men  of  experience  in  research  lines.  It  has  been  sug- 
gested that  our  organization  should  go  more  into  research,  that  we 
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should  devolve  duties  upon  committees  that  would  be  carried  over 
from  year  to  year,  a  sustained  effort,  if  you  please,  in  a  certain 
field.  Nothing  can  be  accomplished  in  just  a  few  months'  effort. 
There  is  abundant  precedent  for  that  course  of  procedure  in  the 
more  dignified  or  the  more  sedate  organizations,  such  as  the  Amer- 
ican Bar  Association  and  kindred  associations.  The  Board  of 
Commissioners  have  uniform  laws  and  they  have  for  about  forty 
years  now  been  working  upon  the  problem  of  uniform  state  laws, 
and  have  from  year  to  year  carried  over  the  accunuilated  experi- 
ence of  previous  efforts,  so  that  there  has  been  some  tangible  result, 
slowly  but  surely,  for  example  the  American  Adjudicature  Society, 
and  the  society  for  the  recoding  or  restatement  of  the  law.  All  of 
those  things  are  contemplated  as  the  work  of  several  periods  of 
.exertion. 

Whether  we  could  go  directly  into  the  matter  of  research  is  a 
question  of  policy,  to  be  determined,  but  we  can  certainly  use  the 
influence  of  our  Association  and  the  moral  support  and  sanction 
of  movements  of  this  sort.  I  think  President  Fairchild  has  struck 
the  keynote  in  saying  that  our  organization  ought  to  be  represented 
by  an  adequate  medium;  that  the  Bulletin  as  at  present  constituted 
and  operated  is  but  a  suggestion,  is  but  an  atmosphere  of  the 
proclamation  we  can  make  if  we  establish  a  first-class  and  complete 
magazine  or  periodical.  Those  things  require  finance,  and  of  course 
that  is  a  situation  which  will  take  very  careful  and  sober  thought, 
to  determine  the  method  by  which  it  may  be  financed.  There  is  a 
difference  of  opinion,  perhaps,  as  to  how  that  should  be  done,  but 
in  my  opinion  the  opportunity  is  here  for  the  National  Tax  Asso- 
ciation to  go  forward  into  a  field  of  usefulness  that  heretofore  has 
not  been  touched. 

We  have  a  distinct  advantage  in  the  nature  of  our  organization, 
which  has  already  been  stressed  tonight.  Peculiarly,  the  National 
Tax  Association  with  its  twenty-four  years  of  history  stands  on  a 
pedestal  of  respect  by  other  organizations,  for  the  simple  reason 
that  we  have  not  rashly  committed  ourselves  to  the  fads  of  the 
passing  moment,  but  that  we  have  deliberately  considered  and  held 
up,  as  it  were,  in  the  Socratic  method,  the  problems  and  propositions 
to  be  considered  by  the  intelligent  citizenry  of  the  country;  and  we 
have  not  tried  to  direct  public  opinion,  but  have  tried  to  make  it 
easier  for  public  opinion  to  formulate  itself,  and  in  that  respect  the 
National  Tax  Association  is  ahead,  in  my  judgment,  of  any  organ- 
ization in  the  sociological  field.  If  we  will  pursue  that  policy  we 
will  be  certain  to  gain  more  prestige  and  to  do  more  useful  service 
in  the  future. 

Another  characteristic  noticeable  in  our  organization,  I  think  it 
can  be  truthfully  said,  is  that  there  has  been  no  recognition  of 
political  wire-pulling  tliat  sometimes  crops  out   in  other  organiza- 
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tions,  and  those  who  held  the  responsibility  of  the  leadership  in  this 
organization  are  those  upon  whom  that  responsibility  has  been 
thrust,  and  not  those  who  sought  aid  directly  or  indirectly.  I  think 
that  is  true  without  an  exception.  That  is  a  record  to  be  proud  of. 
Let  us  continue  that  record  throughout  our  future  life,  and  let  us 
unite  with  faith  in  the  future  of  this  organization  that  it  may  go 
on  from  w^iat  it  is  now  into  a  field  of  public  usefulness  that  has 
never  been  achieved.     I  thank  you. 

Thairmax  S^^TH:  The  Chair  now  recognizes  Mark  Graves  of 
Xew  \'ork. 

.Mark  Graves  (New  York):  ^Ir.  President,  Ladies  and  Gentle- 
men: I  don"t  know  what  I  can  add  to  what  our  retiring  presidents, 
Mr.  Bailey  and  Mr.  Vaughan  have  so  well  said  to  you.  I  was 
immensely  pleased  with  Professor  Fairchild's  paper.  It  summarized 
so  much  better  than  Lean  possibly  do  it,  the  thoughts  which  have 
been  running  in  my  mind  about  the  National  Tax  Association,  that 
it  was  a  very  genuine  and  real  pleasure  for  me  to  listen  to  it. 

From  time  to  time,  you  know,  it  is  well  for  us  as  individuals  to 
take  inventory  of  ourselves  and  of  our  positions.  By  the  same 
token  it  is  well  for  an  organization  like  the  National  Tax  Associa- 
tion from  time  to  time  to  inventory  its  position. 

I  agree  with  all  that  Professor  Fairchild  has  said  about  the  accom- 
plishments of  this  Association.  It  has  done  much.  It  has  yielded 
a  powerful  influence  over  tax  thought  throughout  this  country,  and 
I  venture  to  say  beyond  the  borders  of  our  own  country.  But.  the 
question  which  now  confronts  us  is,  are  we  doing  all  that  we  can 
or  should  do?  Frankly  I  have  felt  for  the  past  few  years  that  we 
were  not.  I  believe  that  with  all  the  prestige,  with  all  the  tradi- 
tions and  all  the  influence  which  this  organization  has,  it  carries 
with  it  responsibilities  to  exercise  that  influence  and  those  traditions 
in  the  interest  of  correct  tax  thought  throughout  this  and  perhaps 
other  countries. 

Doctor  Fairchild  has  outlined  certain  specific  things  which  he 
believes  might  well  be  done.  I  agree  100  per  cent  with  everything 
that  he  said.  Many  of  you  perhaps  have  not  had  the  experiences 
of  some  of  the  rest  of  us.  I  have  been  chairman  of  a  committee 
of  the  National  Tax  Association.  I  have  served  on  several  others. 
I  was  asked  on  one  occasion  to  accept  the  chairmanship  of  a  com- 
mittee which  had  a  rather  broad  job.  I  said  frankly  to  the  presi- 
dent, who  wished  to  appoint  me  chairman  of  that  committee,  "  I 
would  love  to  undertake  the  work,  it  is  a  worthwhile  job,  I  would 
like  to  have  my  name  identified  with  it,  but  I  cannot  and  won't  do 
it  because  the  National  Tax  Association  is  not  equipped  to  give  me 
the  tools  and  the  instruments  to  go  out  and  make  :i  proper  investi- 
gation and  a  proper  report,  and  I  won't  undertake  any  assignment 
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unless  there  is  some  chance  of  doing  a  good  job."  That  is  the 
predicament  which  we  are  in.  That  is  the  difficulty  which  has 
confronted  our  retiring  President  in  his  failure  to  appoint  certain 
committees.  He  could  not  find  capable  men  who  would  undertake 
those  assignments  under  existing  conditions.  They  could  not  be 
accomplished  with  volunteer  effort,  the  effort  of  men  who  would 
not  only  have  to  give  their  time  but  pay  their  own  expenses  to 
attend  committee  meetings.  We  are  all  of  us  willing  to  give  our 
time  and  pay  our  own  expenses,  but  on  top  of  that  it  would  have 
been  necessary  to  hire  a  lot  of  work  done.  As  I  said,  I  agree  with 
all  that  Doctor  Fairchild  has  said  with  reference  to  the  broader 
sphere  of  activity  in  which  he  conceives  this  association  should 
operate. 

Moreover,  I  will  add  a  word  of  warning,  if  you  please,  or  of 
caution.  It  is  not  a  threat,  or  anything  of  the  sort,  because  I  am 
identified  with  the  National  Tax  Association,  and  will  be  as  long 
as  I  remain  in  tax  work;  but  in  my  judgment,  unless  this  Associa- 
tion broadens  out,  unless  it  does  more  than  it  has  been  doing,  and 
unless  it  accomplishes  more  than  it  has  been  accomplishing,  some 
other  association  will  supersede  us,  will  perhaps  obtain  the  ascen- 
dency. We  have  sat  here  this  week  and  we  have  listened  to  criti- 
cisms of  government,  because  it  does  not  keep  abreast  of  the  times, 
because  we  are  now  following  in  government  the  same  lines  and 
using  the  same  governmental  m.achinery  that  we  did  fifty  or  one 
hundred  years  ago. 

We  cannot  expect  to  continue  indefinitely  with  precisely  the  same 
organization,  or  the  same  ideas  or  the  same  aspirations,  or  the  same 
methods  of  finance  that  we  started  with  twenty-four  years  ago. 
That  is  the  very  thing  that  people  are  criticizing  our  government 
officials  for  doing.  If  Commissioner  Merrill  and  I  were  running 
the  tax  department  of  New  York  State  the  way  it  was  run  twenty- 
four  years  ago,  many  of  my  friends  from  New  York  here  would  be 
making  life  most  unpleasant  for  us.  They  would  say,  "Why  don't 
you  keep  abreast  of  the  times?"  So  it  is  with  the  National  Tax 
Association.     We  have  to  keep  in  step  with  the  times. 

Twenty-four  years  ago  the  tax  problems  of  this  country  were 
different.  The  amount  of  revenue  raised  by  taxation  was  perhaps 
one-fifth  or  one-sixth  that  of  today.  Tax  problems  are  multiplying 
faster  than  they  are  being  solved  in  this  country,  and  we  need  an 
organization  not  such  as  was  needed  twenty-four  years  ago  but  we 
now  need  a  1930  model. 

The  two  men  who  immediately  preceded  me  in  speaking  did  not 
speak  quite  as  directly  concerning  finance  as  perhaps  I  shall.  We 
do  not  need  money  to  hire  committee  members  to  do  work;  we  do 
not  particularly  need  money  ordinarily  to  pay  the  expenses  of  com- 
mittee men  to  attend  committee  meetings;  we  do  not  need  money 
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to  pay  the  salary  of  a  ])rrsi(lent  or  the  averaije  olTicial  of  this 
organization;  but  we  do  need  money  to  edit  and  piibHsh  a  suitable 
bulletin,  one  which  will  be  a  genuine  and  real  tax  organ,  which 
will  be  the  kind  of  a  magazine  that  will  contain  all  the  worthwhile 
tax  information  in  this  country.  We  do  need  money  from  time  to 
time  to  pay  for  such  research  work  as  may  he  necessary  in  connec- 
tion with  the  work  of  our  committees.  And  I  for  or.e  believe  that 
w^e  may  with  propriety,  and  without  attaching  any  stigma  to  our 
organization  or  to  ourselves  or  without  any  suspicion  upon  the  work 
which  our  organization  may  do,  properly  appeal  to  any  one  of 
several  foundations,  established  by  wealthy  men  of  various  names, 
for  the  sole  purpose  of  promoting  the  general  welfare  of  the 
American  people,  and  ask  them  for  endowments  or  allotments  of 
money  for  a  period  of  years,  with  wliich  to  carry  on  this  work. 
That  is  a  thing  which  it  is  really  necessary  for  us  to  consider  and 
decide. 

If  we  do  that  it  is  a  departure  from  all  of  the  past  customs,  and 
I  am  volunteering  myself,  not  at  the  request  of  any  one.  to  bring 
quite  pointedly  to  the  attention  of  those  here  assembled  that  par- 
ticular fact.  The  question,  as  I  see  it,  which  we  must  consider  and 
decide  as  an  association  is  whether  for  the  next  twenty-four  years 
or  the  immediate  future  we  shall  continue  as  we  have  in  the  past 
to  try  to  do  everything  by  volunteer  effort.  Personally  I  am 
against  it.  I  am  in  favor  of  broadening  out  and  trying  to  do  a  lot 
more.  I  believe  that  it  is  eminently  worth  while  for  us  to  meet  here 
and  get  acquainted,  the  tax  administrators  and  the  professors,  both 
of  those  groups,  with  the  representatives  of  taxpayers.  That  is 
worth  while.  It  W'Ould  be  worth  while  for  us  to  do  that  if  w^e 
never  did  anything  else.  But.  T  think  there  is  so  much  more  that 
we  can  do.  and  that  we  owe  the  duty  because  of  our  position  to  go 
ahead  and  do  it.  Therefore.  I  for  one  am  in  favor  of  the  program 
which  has  so  eloquently  been  outlined  by  our  retiring  President, 
and  I  favor  the  authorization  of  the  officers  or  the  executive  com- 
mittee, or  a  committee  to  be  appointed  in  some  manner,  to  go  ahead 
and  see  what  can  be  done  by  way  of  arranging  finances,  and  that  a 
report  may  ])c  made  to  us  a  year  from  now  and  sul)mittcd  for  our 
approval. 

I  hope  T  have  spoken  directly  enough  and  pointedly  enough  so 
that  you  may  have  all  gotten  my  point.  Do  not  misunderstand  me; 
it  is  because  of  no  selfish  interest  or  desire,  it  is  because  I  am  in- 
tensely interested  in  seeing  the  National  Tax  .Association  maintain 
in  the  next  twenty-four  years  the  same  powerful  influence  on  tax 
thought  which  it  has  exercised  in  the  past  twenty- four. 

Pini.ip  Zor.RCHEK :  Is  that  a  motion  you  make  there?  If  it  is.  I 
will  second  the  motion. 
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Chairman  Smith:  We  will  now  be  glad  to  hear  Irohi  any- 
body else. 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  think  we  have  all 
heard  the  statements  of  Doctor  Fairchild,  not  only  with  very  great 
approval,  but  w-ith  keen  appreciation  of  the  vigor  with  which  he 
has  stated  the  ideal.  The  ex-presidents  have  given  the  matter  their 
complete  approval,  and  I  think  that  is  the  sentiment  of  this  meeting, 
and  therefore,  Mr.  Chairman,  I  would  like  to  offer  these  resolu- 
tions, which,  as  they  do  not  express  an  opinion  upon  any  subject 
relating  to  taxation,  may,  it  seems  to  me,  be  appropriately  consid- 
ered tonight,  subject  to  your  ruling,  sir. 

Resolved,  That  this  conference  has  learned  with  great  in- 
terest of  the  proposed  extension  of  the  work  of  the  National 
Tax  Association,  including  increase  of  its  membership,  expan- 
sion of  its  public  activities  and  extension  of  the  work  of  its 
special  committees,  and  hereby  expresses  emphatic  approval  of 
such  program  of  expansion. 

Resolved  further.  That  it  is  the  sense  of  this  conference 
that  it  is  appropriate  and  desirable  that  such  additional  funds 
as  may  be  required  for  such  program  of  expansion  be  secured 
through  contributions  from  one  or  more  of  the  endowed  foun- 
dations or  from  other  disinterested  sources. 

Mr.  Chairman.  I  offer  this  resolution  and  move  its  adoption. 
Philip  Zoercher:  I  second  that  motion. 

P.  R.  Porter  (Missouri):  May  I  speak  upon  ihe  resolution? 
Mr.  Chairman  and  Gentlemen,  although  I  have  been  a  member  of 
this  organization  for  six  or  seven  years,  this  is  my  first  appearance 
upon  the  floor,  and  I  trust  that  you  will  treat  me  as  a  first  offender. 

The  resolution  introduced  by  Senator  Edmonds  I  believe  should 
have  some  discussion  at  this  time.  He  uses  the  word  "'expansion." 
That  is  a  rather  general  term;  and  I  wish  to  say  just  a  word  and 
to  direct  my  remarks  to  what  I  believe  should  be  the  expansion  of 
this  association.  I  have  attended  these  meetings,  I  have  listened 
with  much  interest,  I  have  observed  that  there  was  a  group  for  the 
bankers,  that  there  was  a  group  for  the  sales  tax,  and  excise  tax, 
and  there  was  a  group  for  the  income  tax  and  inheritance  tax.  but 
I  observed  no  group  for  the  taxpayer  on  real  estate  and  particularly 
the  home. 

Xow.  I  know  that  this  organization  has  done  good  work,  and  I 
understand  that  about  sixty  per  cent  of  it  constitutes  a  membership 
from  the  tax  commissions  and  from  the  learned  schools,  but  I  did 
not  understand  until  Mr.  Graves,  I  believe,  made  the  remark,  that 
those  two  bodies  were  the  representatives  of  the  taxpa^^ers.  I  had 
alwavs  supposed  that  the  taxpaver  was  not  exactlv  directlv  repre- 
26 
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sented-by  the  tax  men  or  the  college  professors.  I  happen  to  speak, 
at  least  nominally,  in  behalf  of  the  taxpayer,  because  I  am  the 
counsel  for  the  Taxpayers'  League  of  Kansas  City,  the  people  who 
at  least  think  that  they  pay  the  bill.  I  would  suggest,  Mr.  Chair- 
man, that  this  organization  should  be  made  more  democratic,  with 
a  very  small  "  d  ",  that  it  should  broaden  its  functions  to  extend 
not  only  to  real  estate  assessments,  but  particularly  to  what  I  be- 
lieve is  the  greatest  evil  today  in  the  field  of  taxation,  namely  special 
assessments. 

I  have  made  some  study  of  thai  subject.  I  tried  a  year  or  two 
back  to  find  out  what  was  done  in  other  cities  upon  the  question 
of  the  financing  of  state- wide  improvements  by  special  benefit 
assessments  or  by  bonds.  I  sent  questionnaires  to  thirty  or  forty 
cities,  and  I  got  replies  which  were  very  unsatisfactory. 

This  organization,  Mr.  Chairman,  could  do  a  great  work  it  it 
could  find  out,  without  propaganda,  as  of  course  it  would,  whether 
the  people  of  the  large  cities  of  this  country  are  satisfied  with  what 
is  being  done  towards  the  financing  of  state-wide  improvements  by 
a  fictitious  benefit  district,  resulting  in  sometimes  almost  confisca- 
tion of  property.  To  my  mind  that  is  a  greater  evil  that  is  attach- 
ing to  more  taxpayers  numerically  than  any  subject  that  has  been 
discussed  at  this  meeting.  The  learned  paper  of  Dean  Waterman, 
discussing  the  Baldwin  case,  was  of  great  interest  to  any  lawyer  or 
student  of  taxation,  but  it  touched  as  a  rule  only  the  large  tax- 
payers, and  more  particularly  those  who  perhaps  have  securities  in 
.states  in  which  they  do  not  reside.  But,  you  will  agree  with  me 
that  numerically  the  man  who  suffers  the  greatest  burden  in  taxa- 
tion today  is  the  man  who  owns  real  estate,  and  particularly  his 
home,  and  his  problem  is  national;  it  is  not  sectional;  it  is  as  wide 
as  this  country. 

We  are  confronted  right  now  in  this  state  with  a  constitutional 
amendment  which  must  be  voted  upon  in  November,  amending  our 
state  constitution  to  provide  for  what  is  known  as  excess  condem- 
nation. I  took  occasion  today  to  look  back  in  the  bulletins  of  this 
organization  covering  many  years  and  I  did  find  that  in  Bulletin, 
Vol.  V  there  are  some  remarks  about  excess  condeir.nation,  as  ap- 
plied in  Massachusetts  and  in  New  York,  and  no  doubt  the  gentle- 
men from  Massachusetts  and  New  York  could  tell  us  much,  in 
Missouri,  about  what  we  have  to  vote  on  in  November.  But,  not  a 
word  was  said  here  upon  that  very  pertinent  subject. 

Mr.  Chairman.  I  believe  I  have  made  my  meaning  clear,  that  we 
should  not  simply  discuss  legal  subjects,  not  simply  principles  of 
law.  but  we  should  discuss  the  evils  of  the  administration  of  law. 
By  that,  Mr.  Chairman.  I  do  not  mean  any  evil  acts  on  the  part  of 
tax  commissioners;  I  do  not  mean  any  acts  of  an  evil  nature  on 
the  part  of  any  state  official,  but  T  do  mean  a  misapplication  of  the 
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principles  of  law  by  local  officials  in  the  different  cities.  What  is 
done  in  New  York  by  special  assessment?  What  is  done  in  Cali- 
fornia? I  know  what  is  done  in  Missouri,  but  I  would  like  to  know 
what  is  done  in  other  states.     Thank  you. 

Chairman  Smith:  This  resolution  will  be  referred  to  the  Reso- 
lutions Committee,  so  if  we  are  going  to  take  any  action  on  it  they 
will  have  to  absent  themselves  and  take  this  under  consideration. 

Charles  J.  Tobix  :  May  I  ask  a  question,  as  to  whether  this  is 
a  resolution  before  the  conference  or  whether  it  is  a  resolution 
before  the  Association. 

Chairman  Smith:  It  is  a  resolution  before  the  conference. 
We  wall  go  into  the  Xational  Tax  Association  meeting  immediately 
after  we  finish  this  conference. 

R.  Wayne  Newton  ( Michigan  j  :  Mr.  Chairman.  I  was  inter- 
ested in  the  last  speaker's  statement,  because  it  raised  questions 
which  I  have  heard  raised  elsewhere  more  than  in  meetings  of  the 
National  Tax  Association.  I  have  attended  the  meetings  for  several 
years  now.  I  can  remember  hearing  it  said  that  the  small  taxpayer 
and  the  farmer  could  not  be  heard  from  the  floor  of  the  National 
Tax  Association.  I  think  that  the  last  two  years  have  given  a  most 
striking  illustration  of  the  fact  that  the  Association  is  ready  to  hear 
from  any  interest  that  has  something  to  present.  During  the  last 
two  years  we  have  had  conferences  on  the  subject  of  farm  taxation. 
You  have  in  the  audience  here  this  evening  a  large  number  of  men 
who  are  here  because  of  their  interest  either  in  research  or  in  legis- 
lative work  or  in  other  lines,  in  the  protection  of  real  estate  both 
in  the  city  and  in  the  country,  and  in  the  protection  of  the  small 
property  owner.  With  that  in  mind  and  with  regard  to  the  volu- 
minous proceedings  of  conferences  and  discussions  of  local  assess- 
ment problems  and  special  assessment  problems,  it  seems  to  me  that 
we  are  working  along  the  lines  that  have  been  suggested.  I  have 
a  little  sympathy  for  the  feeling  which  one  may  have  upon  first 
approaching  this  organization,  because  it  covers  such  a  wide  field 
that  it  is  impossible  to  talk  of  everything  at  one  time.  Yet  it  does 
seem  to  me  that  we  are  merely  pointing  out.  when  we  bring  up  those 
points,  the  need  for  more  of  the  kind  of  program  that  Professor 
Fairchild  has  outlined,  because  of  the  greater  possibility  of  conduct- 
ing research  and  keeping  our  Association  in  advance  along  these 
many  lines,  which  cannot  be  done  altogether  through  the  discussion 
method. 

Milbank  Johnson  (California)  :  As  representing  probably  the 
largest  group  of  organized  taxpayers  that  we  have  in  the  United 
States,  I  want  to  say  first  to  Mr.  Porter  that  he  need  not  spend  any 
money  to  come  to  California  to  find  out  what  we  think  of  special 
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assessments,  that  with  the  exception  of  a  few  contractors  who  have 
grown  fat  on  the  business,  we  are  unanimously  opposed  to  them. 

I  want  to  say  about  this  question  of  expansion,  and  going  ahead, 
I  think  it  is  one  of  the  most  dehghtful  moments  that  I  have  ever 
experienced  in  these  conferences,  when  I  find  that  the  governing 
body  is  willing  and  anxious  to  go  ahead.  I  think  that  this  confer- 
ence and  these  men  who  are  members  of  it — most  of  us  are  working 
for  the  benefit  of  our  own  states  and  our  own  peoi)le — owe  it  to  the 
people  to  provide  tliemselves  witli  the  necessary  wherewithal  to  do 
good  work. 

I  think  that  the  taxpayers  of  the  United  States  will  welcome  such 
a  movement  on  the  part  of  this  body. 

I  want  to  say  to  you,  gentlemen,  that  as  taxpayers  we  are  tired 
of  paying  for  hot  air;  we  are  tired  of  running  our  government  on 
old.  antiquated,  worn-out  lines.  If  a  great  body  of  this  kind, 
representing  the  tax  brains,  we  will  say,  of  the  whole  United  States, 
could  so  prepare  itself  through  this  expansion  idea,  for  giving 
itself  the  necessary  wherewithal  to  bring  order  out  of  this  chaos, 
in  the  multiplicity  of  states  and  the  multiplicity  of  counties,  what  a 
wonderful  thing  it  would  be.  And  after  all  is  said  and  done,  it  is 
going  to  require  a  great  deal  to  do  this  and  much  must  be  obtained. 

Philip  Zokrcher  (Indiana;:  During  the  last  session  of  the 
legislature  in  Indiana,  some  matters  came  up  about  some  new 
methods  of  raising  revenue,  and  the  governor  of  our  state  indicated 
that  he  would  like  to  see  me,  and  I  said  to  the  governor,  "  If  you 
will  have  your  legislative  reference  bureau,  or  if  you  want  our 
board  to  make  a  report  to  you  on  any  kind  of  a  tax.  sales  tax, 
excise  tax  or  any  of  the  income  taxes,  we  have  access  to  the  reports 
that  have  been  published  by  the  National  Tax  Association,"  I  had 
with  me  a  copy  of  the  proceedings  that  had  been  recently  published, 
and  ran  through  that  and  showed  it  to  him.  I  told  him  that  it  did 
not  present  one  side  only,  that  it  covered  both  sides  on  every  form 
of  taxation.  That  was  new  to  him.  and  of  course  he  was  very  glad 
to  get  the  information. 

I  sometimes  think  that  we  do  not  make  use  of  the  information 
that  the  Association  has  already  presented  by  going  back  and  read- 
ing some  of  those  reports  and  searching  the  records. 

I  believe  the  suggestions  made  by  President  Fairchild  are  very 
valuable,  and  I  think  the  suggestion  made  by  ^Iv.  Graves,  that  there 
ought  to  be  a  committee  appointed  to  report  at  the  next  conference, 
is  the  proper  thing.     That  is  my  suggestion. 

CiiAiRMAX  .^MiTH  :   Ally  further  discussion  on  the  resolution? 

(Xo  response) 
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Chairman  Smith  :  Is  there  any  further  discussion  on  Pro- 
fessor Fairchild's  paper  ? 

(No  response) 

Chairman  Smith:  If  not,  hefore  the  conference  suspends  its 
work  to  take  up  the  affairs  of  the  National  Tax  Association,  I  am 
going  to  ask  Chairman  Long,  of  the  resohitions  committee,  if  he  is 
ready  to  make  a  report  of  the  resolutions  committee. 

Henry  F.  Long:  Yes,  Mr.  Chairman,  your  committee  has  lal)ored 
long  and  faithfully.  We  beg  leave  to  present  these  resolutions  for 
the  consideration  of  your  distinguished  gathering : 

Resolved,  That  the  Report  of  the  Committee  on  Motor 
Vehicle  Transportation  of  the  National  Tax  Association  pre- 
sented to  this  conference  be  received,  and  that  the  Executive 
Committee  of  the  National  Tax  Association  continue  said  com- 
mittee for  further  consideration  of  this  most  important  subject, 
which  has  been  so  ably  handled  by  this  committee. 

Chairman  Smith  :  I  thought  we  might  take  them  all  as  a  whole. 

Mr.  Long  (continuing)  : 

Resolved,  That  the  Committee  on  Uniformity  and  Reci- 
procity in  state  tax  legislation,  of  the  National  Tax  Associa- 
tion, be  commended  for  the  splendid  report  which  said  committee 
has  submitted  to  this  conference,  and  that  it  is  the  sense  of  this 
conference  that  the  Executive  Committee  of  the  National  Ta.x 
Association  should  continue  said  committee  for  further  study 
and  investigation  in  this  field. 

I  also  offer,  Mr.  Chairman,  the  following  resolution : 

Resolved,  That  this  conference  has  learned  with  great  in- 
terest of  the  proposed  expansion  of  the  work  of  the  National 
Tax  Association,  including  increase  of  its  membership,  expan- 
sion of  its  publication  activities,  and  extension  of  the  work  of 
its  special  committees,  and  hereby  expresses  emphatic  approval 
of  such  program  of  expansion. 

Resolved,  further,  That  it  is  the  sense  of  this  conference 
that  it  is  appropriate  and  desirable  that  such  additional  funds 
as  may  be  required  for  such  program  of  expansion  be  secured 
through  contributions  from  one  or  more  of  the  endowed  foun- 
dations or  from  other  disinterested  sources. 

I  offer  that,  Mr.  Chairman,  and  make  the  still  further  motion  that 
it  be  adopted  without  being  put  over  to  another  meeting. 

We  have  one  other  resolution,  and  this  we  take  a  great  deal  of 
pride  in,  because  it  was  drawn  a  little  apart  from  the  usual  kind 
of  resolution  of  this  nature,  and  the  author  of  it  is  ilie  poet-laureate 
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of  the  Providence  River,  E.  P.  Tobie.     This  resolution,  Mr.  Chair- 
man, reads  as  follows : 

Recognizing-  with  a  profound  sense  of  appreciation  the  whole- 
hearted and  generous  devotion  of  the  various  organizations  and 
agencies  which  made  possible  and  brought  to  successful  fruition 
this  twenty-third  conference  on  taxation  under  the  auspices  of 
the  National  Tax  Association;  the  self-sacrificing  and  studied 
efforts  of  those  individual  members  whose  valued  and  signal 
contributions  here  to  current  taxation  bibliography  have  marked 
its  proceedings  with  a  degree  of  distinction  and  influence  which 
only  time  can  appraise  at  its  full  and  true  value;  and  the  un- 
stinted cooperation  and  hospitable  cordiality  extended  by  the 
official,  civic  and  social  life  of  this  community  and  environs 
which  have  not  only  effectually  smoothed  the  pathway  for  the 
expeditious  dispatch  of  business  but  lightened  it  with  a  genuine 
welcome  manifested  both  by  word  of  mouth  and  by  ample  pro- 
vision for  the  pleasure,  entertainment,  comfort  and  convenience 
of  its  members  and  their  families;  it  is  therefore  by  this  con- 
ference 

Resolved.  That  so  far  as  this  memorial  can  accomplish  a 
purpose  so  inadequately  served,  the  same  be  and  is  hereby  ten- 
dered, the  symbol  of  a  gratitude  as  sincerely  felt  as  it  is  un- 
worthily expressed,  on  behalf  of  those  w'hose  good  fortune  it 
has  been  to  participate  in  this  conference  and  in  the  enjoyment 
of  its  patronage,  and  whose  sojourn  as  the  favorite  guests  of 
such  superlative  hosts  and  hostesses  has  been  all  too  brief;  and 
be  it  further 

Resolved,  That  this  sentiment  be  duly  recorded  as  a  part  of 
the  proceedings  of  this  conference. 

Chairman  Smith  :  Isn't  it  necessary  to  suspend  the  rules  to  take 
action  on  this? 

Mr.  Loxc:  I  think  you  already  have  a  motion  that  the  rule  be 
suspended. 

Chair.max  Smith:  The  Chair  will  entertain  a  motion  to  have 
the  rule  suspended. 

Mr.  Long:   I  move  that  the  rules  be  suspended. 

(^Motion  duly  seconded) 

(Ayes  and  noes) 

Chairma.m  Smith:  What  is  the  pleasure  of  the  conference? 
Do  you  wish  to  adopt  the  committee's  report  as  a  whole  or  take  up 
each  one  of  these  at  a  time? 

Mr.  Zoercher:  Take  it  as  a  whole. 
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Chairman  Smith  :  I  would  like  to  have  a  motion  to  that  effect. 

(Adoption  of  resolutions  moved) 

(Motion  duly  seconded) 

(Ayes  and  noes) 

Chairman  Smith  :  Resolutions  adopted.  Now,  the  hour '  is 
growing  late,  and  we  shall  have  to  bring  the  conference  affairs  to 
a  close,  so  that  the  National  Tax  Association  may  convene.  If 
there  is  nothing  further  to  come  before  the  conference  I  will  re- 
lease the  chair  to  Professor  Fairchild. 

Chairman  Fairchild:  I  think  the  conference  will  be  interested 
to  hear  that  the  total  enrollment  to  date,  and  I  presume  the  final 
figure,  is  456,  and  that  this  number  represents  45  states  and  prov- 
inces. This  is  not  the  largest  attendance  at  any  conference,  but  it 
is  the  largest  number  of  states  and  provinces  ever  represented  at  a 
conference  of  this  Association. 

Is  there  any  further  business  to  come  before  the  conference? 

(No  response) 

(Motion  to  adjourn  sine  die) 

(Motion  duly  seconded) 

(Ayes  and  noes) 

Chairman  pAiRCHiLn:  It  is  a  vote.  The  conference  stands 
adjourned,  and  the  annual  meeting  of  the  National  Tax  Association 
is  now  convened. 


i'R()(;Ki;i)i.\(is  oi'  ijii;  .\.\m  ai.  MKi'/nxc;  of 
rm-:  xatioxai.  jax  association 

TlIL-RSDAV.    OrTOI'.KK    23.    1930 

pRKSiDKNT  l-\\iR(ii  iLi) :  TIk'  Cliair  announces  that  accordint,'-  to 
the  Articles  of  Incorporation  and  By-Laws  ol  the  Corporation, 
there  is  evidently  a  quorum  present.  I  will  call  first  for  the  report 
of  the  treasurer,  Mr.  Holcomb. 

A.  E.  Holcomb  (New  York  )  :  Mr.  President  and  Gentlemen,  at 
thi.s  hour,  fortunately,  the  finances  of  the  Association  are  in  such 
shape  that  the  report  will  take  but  a  very  short  time. 

The  receipts  from  dues  were  $6053.92,  contributions  $1690.00, 
sales  of  proceedings,  the  digest  and  bulletins  $915.72;  investment 
income  $1,748.60:  making  total  receipts  for  year  $10,408.00. 

Expenses:  Publication  of  volume  $3080.00;  of  the  bulletin 
$1776.00;  miscellaneous  $165.00;  total  printing  expenses  $5021.00; 
expenses  of  the  1929  conference  $693.00;  secretary's  office  $1500.00; 
treasurer's  office  $290.25 ;  expenses  of  incorporating  the  Association 
$41.90  and  $25.25.  Total  expenses  $7547.33.  showing  a  balance  in 
black  of  $2860.91. 

There  are  1370  members,  of  which  1227  have  ])ai(l  their  dues: 
143  are  unpaid  to  date. 

We  distributed  about  1463  copies  of  the  bulletin;  and  sold  ap- 
proximately 100  copies. 

If  there  are  any  questions  to  be  asked  1  will  be  glad  to  answer 
any  question  1  can.  but  that  is  the  state  of  the  finances. 

Cn.\Ri,ES  J.  ToiMx:  T  move  the  treasurer's  report  be  received 
with  thanks. 

(  Motion  duly  seconded  ) 

PRESinEXT  Eaikchiij):  Moved  and  seconded  that  the  treasurer's 
report  be  received  with  thanks.  Before  taking  our  first  vote,  I 
should  perhaps  remind  you  that  this  is  a  meeting  of  the  National 
Tax  Association,  that  those  eligible  to  vote  are  the  members  of  this 
Association.  That  has  nothing  to  do  with  whether  they  are  dele- 
gates to  the  conference  or  not.  It  is  also  suggested  that  only  mem- 
bers who  have  paid  their  dues  are  eligible.  I  think  it  would  be 
well.  Mr.  Tobin.  if  you  would  include  in  your  motion.  a]iproval  of 

(  408  I 
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Mr.  Tobin:  I  amend  the  motion  to  that  effect. 
President  Faircjiilu:  Is  that  accepted  by  the  second? 
(Amendment  accepted) 

President  Fairchild:  It  is  moved  this  report  be  received  with 
thanks,  and  the  transactions  as  reported  approved.     Any  discussion  ? 
(No  response) 
(Ayes  and  noes) 

President  Fatrchild:  It  is  a  vote.  It  is  not  customary  to  have 
a  report  from  the  secretary  or  from  the  president,  so  that  the  officers' 
reports  are  covered  by  that  of  the  treasurer. 

Delegate:  Air.  President,  will  there  be  a  report  of  the  invest- 
ments of  the  society  by  the  treasurer? 

Secretary  Holcomb:  There  are  about  tliirty  thousand  dollars, 
approximately.     Is  that  adequate  ? 

Delegate:  In  the  absence  of  any  detailed  report,  of  course  that 
is  quite  adequate. 

President  Fairchild:  It  is  not  usual  to  take  the  time  to  read 
the  list  of  investments.     Of  course  the  treasurer  has  the  record. 
Delegate:  I  was  only  interested  in  the  total. 

Secretary  Holcomb  :  I  have  it  here  :  investments  cost.  $28.834.3.^  ; 
market  value  on  October  11th.  1930,  $32,968.00. 

(Applause) 

President  Fairchild:  We  have  not  heard  of  any  business  de- 
pression in  this  Association.  Is  it  desired  to  take  any  action  with 
respect  to  the  suggestions  for  expansion  of  the  Association? 

Jens  P.  Jensen:  I  have  the  following  resolution  to  read: 

Whereas,  It  is  felt  that  the  time  has  come  to  expand  the 
work  of  the  Association,  including  increase  of  its  membership, 
expansion  of  its  publication  activities  and  extension  of  the 
work  of  its  special  committees. 

Be  it  voted,  That  the  president  be  authorized  and  directed 
to  appoint  a  committee,  consisting  of  seven  members,  of  whom 
at  least  five  shall  be  ex-presidents  of  the  Association,  to  for- 
mulate plans  for  such  expansion,  and  that  such  committee  is 
hereby  authorized  to  solicit  and  receive,  on  behalf  of  the  Asso- 
ciation, funds  from  one  or  more  of  the  endowed  foundations 
or  from  other  disinterested  sources. 

'Mr.  Long  :  Second  the  motion. 
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President  Faikchild:  It  is  seconded..  Will  you  discuss  it?  It 
is  obviously  of  the  same  purport  as  the  resolution  just  adopted  by 
the  conference. 

Fred  C.  Cook  (New  York)  :  Just  one  question.  It  says  at  least 
five  ex-presidents.  Does  that  mean  that  all  must  he  ex-presidents 
or  shall  there  be  some  others  than  ex-presidents  represented  on  that 
committee? 

President  Fairchild:  I  interpret  the  resolution  as  read  to  leave 
elasticity  with  reference  to  two  members.  The  President  might 
conceivably  appoint  seven  ex-presidents,  or  six  or  five.  In  the 
latter  event  the  remaining  members  would  not  be  ex-presidents  of 
the  Association. 

Mr.  Cook  :  It  docs  mean  then  that  they  may  all  be  ex-presidents. 

President  Fairchild:  If  the  president  so  desired,  they  could  all 
be  ex-presidents. 

Mr.  Cook:  The  question  of  elasticity  is  what  I  had  in  mind. 
It  seems  to  me  it  would  perhaps  not  be  as  elastic  that  way  as  it 
might  be  if  there  were  some  others  than  ex-presidents  represented 
on  the  committee.  I  think  it  would  be  well  to  have  perhaps  a 
representative  of  the  schools  and  universities,  outside  of  ex-presi- 
dents, perhaps  representatives  of  taxpayers  or  representatives  of  the 
commissions,  not  necessarily  ex-presidents  of  the  Association,  but 
representing  those  interests.  I  believe  that  is  better  for  elasticity, 
in  every  shape  or  way.     I  would  like  to  suggest  that. 

Miluank  Johnson  :  Is  it  not  a  fact  that  the  cx-presidcnts  will 
be  of  those  groups  that  you  have  mentioned? 

Mr.  Cook:  Perhaps.  I  believe  that  if  the  Association  is  going 
to  do  its  best  work,  the  committee  will  not  be  hurt  one  particle  by 
having  a  little,  if  you  please,  young  blood  in  it. 

Mr.  Jensen  :  These  men  are  ex-presidents  but  some  of  them  are 
still  young,  and  I  believe  it  is  flexible  enough  and  representative 
enough  as  it  stands.  I  believe  every  interest  can  be  represented 
with  the  provision  for  some  outside  members  other  than  the  ex- 
presidents.  As  near  as  I  can  see,  it  is  the  most  fortunate  combina- 
tion that  we  could  get,  because  we  get  the  experience  and  the  repre- 
sentation of  the  younger  blood,  both  in  tlie  ex-presidents  and 
possibly  in  the  outsiders. 

Presidknt  Fairchild:  Any  other  discussion? 

Mr.  Brindlev  :  Question. 

President  Fairchild:  'N'ou  have  heard  the  question,  are  you 
ready  to  vote? 
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(Call  for  question) 

(Ayes  and  noes) 

President  Fairciiild:  It  is  a  vote.  We  shall  i)i-oceed  to  the 
election  of  officers. 

Thornton  Cooke:  Mr.  President,  would  this  be  a  good  time  to 
finish  the  job  on  the  trophies  that  I  began  last  night? 

President  Fairchild:  I  think  we  had  better  postpone  that  just 
a  moment.  Is  the  chairman  of  the  nominating  committee  ready  to 
report?     The  Chair  recognizes  Mr.  George  Vaughan. 

George  Vaughan:  In  the  absence  of  the  chairman  of  the  com- 
mittee. Mr.  Bailey,  I,  as  vice-chairman,  have  the  honor  to  submit 
the  following  report  of  the  committee  on  nominations.  Reading  in 
reverse  order,  we  nominate  as  honorary  members  of  the  Executive 
Committee  to  serve  for  one  year,  J.  T.  White,  controller  of  reve- 
nue of  Ontario,  and  E.  W.  Watts,  of  the  Manitoba  Tax  Com- 
mission. 

The  following  three  as  members  of  the  executive  committee  for 
the  class  whose  terms  will  expire  in  1933 : 

Theodore  S.  Cady,  of  the  Fidelity  National  Bank  and  Trust 

Company,  of  Kansas  City,  Missouri. 
Edgar  C.  Hirst,  state  tax  commissioner  of  New  Hampshire. 
George  Spalding,  Mountain  States  Telephone  and  Telegraph 
Company,  Denver. 

To  fill  vacancy  existing  in  the  class  for  members  of  the  execu- 
tive committee  whose  terms  expire  in  1931  : 

R.  C.  Norman,  state  tax  commissioner  of  Georgia,  to  fill  the 
vacancy  caused  by  Frank  S.  Hall,  Tennessee,  who  is  not 
with  us  any  longer. 

As  treasurer,  Alfred  E.  Holcomb  of  New  York. 

As  secretary,  Walter  G.  Query,  chairman  of  the  South  Carolina 
Tax  Commission. 

As  president,  Clarence  Smith,  member  of  the  Kansas  Tax -Com- 
mission. 

As  vice-president,  Robert  M.  Haig,  of  Columbia  University, 
New  York. 

Mr.  President,  I  move  the  adoption  of  this  report. 

(Motion  duly  seconded) 

President  Fairchild:  Are  there  other  nominations? 

C.  L.  Turner  (Pennsylvania)  :  I  move  the  nominations  be  closed. 

(^Motion  duly  seconded) 
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President   Fairchii.d:    Moved   and   seconded   tliat   the   nomina- 
tions be  closed. 
(Ayes  and  noes  ) 
1'ri:siui;.\t  I'.mkch  ild  :   It  is  a  vote. 

AIr.  Turner  :  I  move  tliat  the  chairman  cast  a  single  ballot  for 
these  nominations  and  declare  them  elected. 

President  Fairchild:  It  is  moved  and  seconded  that  the  chair- 
man cast  a  single  ballot  for  these  names  and  declare  them  elected. 
(Ayes  and  noes) 

President  Fairchild:  It  is  a  vote.  The  chair  herel)y  casts  the 
ballot  for  these  men  as  nominated. 

The  chair  will  appoint  Commissioner  Long  of  Massachusetts  a 
committee  of  one  to  escort  the  president-elect  to  the  platform. 

Henry  F.  Long:  Mr.  Chairman,  I  will  make  a  diligent  search 
for  him.  You  will  recall  last  year  you  requested  me  to  find  him 
when  he  was  elected  vice-president,  but  he  had  the  misfortune  to 
fall  down  a  bank,  out  in  Wyoming,  hunting  for  flying  fish,  and  we 
could  not  get  him.     1  will  see  if  I  cannot  locate  him  somewhere. 

(Henry  F.  Long  escorts  the  president-elect,  Clarence  Smith,  to 
the  platform.  ) 

Mr.  Long:  I  have  very  great  pleasure  in  introducing  the  presi- 
dent-elect, Clarence  Smith,  a  very  notable  fisherman,  a  very  pleasant 
man,  and  a  very  intelligent  and  efticient  tax  commissioner. 

President  Fairchild:  Those  of  you  who  were  ]M-esent  at  the 
meeting  at  Saranac  last  year  will  remember  the  incident  to  which 
Henry  Long  has  just  called  your  attention.  When,  as  ])resident-elect, 
I  instructed  a  committee  to  escort  the  vice-president-elect  to  the 
chair,  I  was  informed  that  he  had  suffered  a  misfortune,  resulting 
in  a  broken  leg,  and  was  not  in  attendance.  That  unhappy  news 
was  the  climax  to  a  series  of  events  of  that  general  character  which 
marked  as  most  ])eculiar  the  Saranac  meeting.  You  will  recall  that 
the  president,  Mark  Graves,  was  going  about  with  a  broken  arm  in 
a  sling,  that  the  secretary  was  hobbling  about  with  crutches  on 
account  of  some  obscure  injury  to  his  foot,  and  Mr.  llolcomb  was 
suffering  from  some  dread  disease:  I  forget  jjrecisely  its  nature  at 
the  present  moment. 

Most  of  the  speakers  were  conducted  to  the  platform  in  wheel 
chairs  and  on  .stretchers,  and  on  assuming  office  myself,  I  did  so 
with  the  utmost  fear  and  trembling.  Immediately  upon  my  return 
I  consulted  my  insurance  agent  and  took  out  heavy  health  and 
accident  insurance. 

It  is  a  great  pleasure  to  be  able  to  inform  the  new  president  that 
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the  past  year,  so  far  as  I  am  aware,  brought  forth  few  if  any 
casualties  of  this  sort.  Apparently  accepting  office  in  this  Associa- 
tion does  not  carry  the  hazard  which  seemed  to  be  imminent  a  year 
ago.  No  undercurrent  of  dread  for  his  physical  safety,  therefore, 
mars  the  pleasure  vvitli  which  I  now  welcome  Clarence  Smith  to  the 
platform. 

I  can  assure  Air.  Smith  that  the  office  which  he  now  assumes  is 
one  of  honor  and  dignity.  I  can  further  assure  him  that  it  is  no 
sinecure.  If,  during  these  past  few  days,  I  have  been  observed  to 
rush  past  my  friends  with  an  abstracted  look  and  a  glassy  stare,  I 
trust  you  will  judge  me  with  charity  and  find  my  excuse  in  the 
demands  of  official  duties  which  have  dogged  my  footsteps  from 
early  morn  till  dewy  eve  —  and  then  some.  But  I  know  that  the 
service  of  this  Association  as  its  president  is  an  experience  which 
any  man  might  covet,  and  I  can,  therefore,  heartily  and  sincerely 
congratulate  Mr.  Smith.  I  can  with  equal  sincerity  congratulate 
you,  members  of  the  National  Tax  Association,  that  your  destinies 
for  the  coming  year  are  now  placed  in  the  hands  of  one  who,  by 
knowledge  and  experience,  by  character  and  personality,  is  so  well 
fitted  to  serve  you.  So,  with  feelings  of  pleasure  and  confidence — 
and  personal  friendship — I  turn  over  the  duties  of  the  presidency  to 
Clarence  Smith,  and  suggest  that  he  now  rise  and  with  a  few  grace- 
ful words  accept  the  honor  conferred  upon  him. 

(Applause) 

President  Clarence  Smith  :  Air.  President,  Ladies  and  Gentle- 
men of  the  conference:  I  think  before  I  make  any  remarks  I  will 
state  that  I  have  made  persistent  efforts  with  the  insurance  com- 
panies this  year  to  give  me  some  insurance,  but  they  say  I  am  a 
poor  risk,  and  they  simply  will  not  sell  me  any  more  insurance. 

A  long  time  ago,  I  think  it  was  in  about  1915  or  1916,  Mr.  Samuel 
T.  Howe,  now  deceased,  a  lovable  character  as  a  lot  of  you  folks 
know,  who  was  chairman  of  the  state  tax. commission  of  Kansas  for 
many  years,  upon  his  return  from  a  conference,  called  me  into  his 
office  one  morning  and  said :  "'  Clarence,  do  you  know-  I  w-as  elected 
president  of  the  National  Tax  Association,  and  I  would  rather  have 
that  office  than  be  governor  of  the  state  of  Kansas."  I  did  not  fully 
realize  the  importance  of  that  statement  at  the  time,  but  I  realize  it 
now.  Words  are  inadequate  to  express  my  appreciation  for  the 
honor  conferred  upon  me. 

I  have  been  very  much  impressed  with  the  good  will  and  co- 
operation evidenced  throughout  the  entire  conference,  and  I  trust 
this  spirit  will  continue  during  my  incumbency.  It  wall  be  my 
endeavor  in  assuming  the  duties  of  this  office  to  follow  and  maintain 
the  high  standard  of  leadership  set  by  my  predecessor,  Fred  R. 
Fairchild. 

(Applause) 
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President  Smith:  Vou  have  been  good  to  me,  friends,  and  I 
want  to  thank  you  again. 

Retiring  President  Fairchild:  There  are  present  tonight,  I 
believe,  representatives  of  certain  cities  which  crave  the  privilege 
of  extending  invitations  of  hospitality  to  us  for  our  next  year's 
conference,  and  perhaps  in  other  future  years.  The  Chair  will 
recognize  such  as  who  may  desire  to  present  the  claims  of  their 
favorite  towns,  suggesting  that  a  time  limit  of  three  minutes  be  in 
force. 

MiLBANK  Johnson  (California,)  :  1  do  not  need  three  minutes. 
You  all  know  about  Los  Angeles.  1  want  to  invite  this  conference 
to  Los  Angeles  in  1932.  If  you  consider  that  we  will  consult  the 
wishes  of  your  executive  committee  to  make  such  arrangements  as 
you  require. 

Retiring  President  Fairchild:  The  Chair  would  remind  the 
assembled  delegates  that  in  a  few  moments  we  are  to  have  a  fur- 
ther distribution  of  golf  prizes,  so  that  if  you  leave,  you  know  you 
are  missing  that  event. 

C.  S.  Maltby  (Ohio)  :  Last  year,  on  behalf  of  Cleveland.  I  ex- 
tended an  invitation  of  that  city  to  the  National  Tax  Association  to 
hold  its  conference  in  Cleveland  in  1930  or  1931,  whichever  the  con- 
ference chose.  I  have  been  asked  again  to  extend  that  same  invita- 
tion. The  invitation  has  gone  out,  I  understand,  officially,  supi)orted 
by  the  Cleveland  Chamber  of  Commerce,  and  from  the  Mayor  of 
the  city. 

I  suggest  that  those  in  charge  of  the  affairs  of  the  conference 
come  to  Cleveland  and  the  conference  will  be  very  welcome.  If 
you  can  see  your  way  clear  to  come  to  Cleveland  we  will  be  glad  to 
have  you.  I  took  the  floor  at  this  time  because  I  am  trying  to  catch 
an  eleven  o'clock  train,  otherwise  I  should  have  waited. 

George  Lord  (Michigan)  :  I  want  to  extend  again  an  invitation 
to  the  Association  to  hold  its  next  conference  in  the  city  of  Detroit. 
I  think  two  years  ago  I  stated  I  had  the  pleasure  and  honor  of 
extending  the  first  invitation  and  told  the  Association  to  hold  its 
next  conference  in  the  city  of  Detroit,  way  back  in  1910.  That 
year  I  think  we  had  the  conference  in  the  city  of  Milwaukee. 
Since  that  time  the  conferences  have  been  held  in  all  the  principal 
cities  in  the  West,  Middle  West,  in  the  Fast  and  in  the  South.  So 
far  the  Association  has  neglected  to  favor  Detroit  with  its  presence. 
Xow,  I  want  to  say  to  you  briefly  that  there  never  was  a  time  in 
the  history  of  the  state  of  Michigan  when  we  so  sorely  needed  a 
conference  of  the  National  Tax  Association.  Taxes  in  that  state, 
in  common  with  the  increase  in  taxes  all  over  the  United  States, 
have  been  going  up  by  leaps  and  bounds,  and  at  the  present  time  we 
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have  a  special  tax  commission  trying  to  find  some  way  of  relieving 
the  heavy  burden  of  taxation  now  levied  upon  the  people  of  our 
state.  You  have,  Mr.  Chairman  and  Gentlemen,  a  standing  invita- 
tion from  the  Governor  of  the  state,  from  the  Mayor  and  Common 
Council  of  the  city  of  Detroit,  from  the  convention  and  tourists' 
bureau  of  that  city,  from  the  Michigan  Manufacturers'  Association, 
from  the  board  of  the  city  of  Detroit,  and  several  other  civic 
organizations  of  that  city  and  state. 

I  don't  know  whether  you  have  ever  visited  Detroit,  but  those  of 
you  who  have  had  the  pleasure  will  agree  with  me  that  we  have 
everything  that  you  have  in  any  other  city  in  the  United  States, 
and  then  some;  and  if  you  come  I  will  promise  to  give  you  a  better 
ride  than  you  would  have  in  Amos  and  Andy's  taxi  cab. 

Chairman  Fairchild:  The  Chair  would  like  to  announce  that 
it  is  rather  important  that  there  be  a  meeting  of  the  executive  com- 
mittee of  the  National  Tax  Association  immediately  after  adjourn- 
ment of  this  session,  and  every  member  of  the  executive  committee 
who  is  present  will  kindly  take  note  that  we  will  have  to  have 
everybody  who  is  here,  I  think,  in  order  to  have  a  quorum.  Per- 
haps if  those  members  here  will  stand  up  I  can  count  and  be  sure 
we  have  a  quorum.    All  right. 

R.  C.  Norman  (Georgia)  :  Mr.  President,  an  old  darky  down  in 
Atlanta  joined  the  Episcopal  Church.  After  attending  a  few  ser- 
vices he  ceased  in  his  attendance.  An  official  board  called  upon 
him  and  asked  him  if  he  did  not  like  the  Episcopal  Church.  He 
said,  "  Yes,  sah,  I  like  it,  but  it  takes  up  too  much  time  reading 
the  minutes  of  the  last  meeting." 

I  am  not  going  to  take  more  than  three  minutes  to  read  the  last 
minutes,  or  with  reference  to  an  invitation  to  come  to  Atlanta.  We 
invited  you  last  year,  and  we  are  back  here  now  to  renew  that 
invitation.  We  have  filed  with  your  secretary  the  cordial  invitation 
of  the  Governor  of  Georgia,  from  the  Governor-elect  who  will  take 
office  next  June,  from  the  Mayor  of  Atlanta,  from  the  chamber  of 
commerce,  from  the  convention  bureau  and  from  the  civic  bodies 
of  Atlanta. 

Atlanta  is  a  railroad  center.  It  is  easily  reached.  We  have  seven 
different  systems  and  fifteen  main  lines  of  railroad  passing  through 
Atlanta.  It  is  eighteen  hours  from  Chicago,  twenty-two  hours  from 
New  York.  If  you  want  to  go  on  rubber,  you  can  go  down  from 
the  western  states  all  the  way  through  to  Florida,  and  never  strike 
any  mud.  The  same  is  true  from  the  west.  There  is  a  little  strip 
on  the  east  which  wall  be  completed  within  the  next  two  months. 
Now,  from  east  and  west  you  can  come  to  Atlanta  in  your  cars, 
if  you  like.  We  have  ample  hotel  facilities.  The  Atlanta  Biltmore 
is  not  surpassed  by  any  hotel  in  the  south,  or  hardly  by  any  in  the 
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country.  It  can  house  every  memljer  of  this  Association.  It  is 
splendidly  conducted.  It  has  ample  committee  rooms  and  assembly 
rooms,  and  we  have  half  a  dozen  or  more  other  modern  hotels  in 
Atlanta.  But,  above  everything  else  I  want  to  invite  you  there 
because  we  need  you  down  in  the  south.  The  south  is  breaking 
away  from  its  conservatism,  and  Atlanta  is  in  the  heart  of  the 
southeast.  In  the  southeast  you  will  find  the  largest  group  of  states 
that  still  retains  the  old  uniform  clause  in  their  state  constitutions, 
and  you  also  find  the  largest  single  group  of  income-tax  states. 
Now,  my  good  friend  Professor  Martin  of  Kentucky  referred  in  his 
report  to  Georgia  as  a  poor  state.  We  haven't  as  much  wealth 
down  there  as  we  would  like  to  have;  I  know  that  is  true  as  tax 
commissioner  of  Georgia;  but  we  have  some  wealth,  sufficient  at 
least  to  entertain  you,  and  we  have  some  other  things  besides  wealth  ! 
I  believe  Doctor  Fairchild  will  bear  testimony  to  the  fact  that 
Georgia  has  a  football  team ;  we  also  have  Bobby  Jones,  and  Young 
Stribling,  and  a  great  many  other  things.  If  you  will  come  we 
cannot  exceed  Kansas  City  in  the  hospitality  that  it  has  extended 
us,  but  we  will  show  you  some  old  southern  hospitality. 

Jonx  S.  Edwards  (Ohio  )  :  ]\Ir.  Chairman,  and  delegates  of  the 
conference:  It  is  with  pleasure  that  1  bring  to  you  again  the  formal 
invitation  of  the  Governor  of  Ohio,  the  Mayor  of  the  city  of  Co- 
lumbus, the  chamber  of  commerce  and  the  civic  organizations  and 
civic  clubs,  to  come  to  that  city,  where  this  organization  found  its 
birth,  in  the  year  1906.  You  have  found  neither  the  time  nor  the 
occasion  or  the  opportunity  of  coming  back  to  Columbus  since  this 
organization  came  into  being.  I  think  it  is  fitting  and  proper  at 
this  time  that  this  great  organization  recognize  the  fact  that  the 
great  Buckeye  State  again  stepped  out  of  its  conservatism  last  fall 
and  got  rid  of  that  old  uniform  provision  in  its  constitution,  and  it 
is  quite  probable  that  our  general  assembly  will  be  in  the  very  act 
of  writing  a  new  tax  structure  for  that  state. 

I  shall  not  attempt  to  enumerate  the  many  advantages  of  that 
wonderful  capital  city.  Many  of  you  have  been  there.  It  is  the 
largest  capital  city  of  the  land.  It  is  so  situated  that  you  can 
approach  it  from  every  angle,  either  by  railroad  or  by  automobile. 
It  has  wonderful  playgrounds  and  recreation  facilities,  and  we  must 
mix  a  little  play  along  with  the  work  of  tlio  day.  The  golf  courses 
and  recreational  grounds  are  within  thirty  miiuites'  ride  of  the 
center  of  the  city.  Hotel  facilities  cannot  be  excelled  anywhere  in 
the  land.  I  would  be  very  modest  in  saying  that  all  that  you  de- 
mand, all  that  you  desire  can  be  furnished  in  the  wonderful  old 
Buckeye  State. 

I  think  it  will  have  been  twenty-five  years  since  the  organization 
came  into  being,  though  perhaps  you  did  ski])  one  year,  holding  a 
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meeting,  but  it  is  a  quarter  of  a  century  and  we  bid  you  welcome. 
We  want  you  to  come,  and  we  will  give  you  perhaps  no  finer  hos- 
pitality than  you  have  had  here,  but  we  will  do  our  very  best  to 
measure  up  to  the  standards  that  have  been  set  by  the  other  cities. 
Will  you  come? 

A.  J.  Maxwell  (North  Carolina)  :  I  wish  to  second  the  motion 
made  by  my  friend  from  Georgia  that  the  Association  meet  in 
Atlanta  next  year.  It  seems  to  me  it  would  be  entirely  appropriate 
for  the  conference  in  1931  to  come  to  the  South.  Atlanta  has  the 
facilities  for  entertainment  of  this  conference,  even  if  it  grows  sub- 
stantially within  the  next  year,  and  every  one  here  who  has  attended 
a  national  convention  of  this  character  in  Atlanta  knows  the  quality 
of  its  entertainment. 

S.  E.  Leland  (Illinois)  :  By  virtue  of  authority  of  the  Governor 
of  Illinois,  by  virtue  of  the  great  city  of  Chicago  with  four  hundred 
and  fifteen  governments  operating  within  its  city  limits,  by  virtue 
of  the  six  hundred  governmental  units  in  and  around  the  metro- 
politan area  of  Chicago,  and  the  sixteen  thousand  separate  govern- 
ments within  the  state  of  Illinois,  they  have  invested  authority  in 
me  to  welcome  you  some  day  to  Chicago.  We  haven't  southern 
hospitality,  we  haven't  these  insuperable  hotel  facilities  that  they 
have  in  the  south,  that  you  heard  of;  we  haven't  the  buckeyes  that 
they  have  in  Ohio — all  of  our  buckeyes  being  in  office;  we  haven't 
as  many  uniform  rules  and  constitutions  as  they  have  in  the  south, 
but  we  do  have  the  same  old  clause  lodged  in  there.  We  have,  by 
reason  of  all  these  things  I  have  mentioned,  more  in  Chicago  than 
anywhere  else,  and  I  invite  you  to  come  to  that  city  and  see  the 
museum  for  yourself.  You  would  be  as  enthusiastic  about  the 
things  we  have  as  you  would  be  in  the  south.  Come  any  time 
you  can. 

W.  S.  BooTON  (Tennessee)  :  Mr.  President,  I  just  want  to  say 
that  perhaps  these  bankers  would  love  to  come  and  pay  their  re- 
spects to  the  grave  of  Andrew  Jackson,  the  only  man  that  I  ever 
heard  of  that  regulated  bankers  and  bank  taxation.  You  should 
visit  the  grave  of  Andrew  Jackson. 

R.  E.  LoGSDOx  (Tennessee):  Mr.  President  and  Gentlemen:  I 
wish  to  invite  you  to  Memphis.  I  bring  the  official  invitations  of 
the  Governor  and  the  state  tax  commission  and  the  invitation  of  the 
chamber  of  commerce.  We  have  filed  a  lot  of  invitations  with 
your  executive  committee  in  the  past  five  years,  having  invited  the 
organization  five  times  successively,  and  we  feel  that  next  year  the 
conference  is  naturally  due  in  the  South.  There  is  a  point  I  hope 
you  will  consider  which  has  not  been  mentioned.  If  this  is  an  edu- 
cational organization,  and  as  the  conference  is  due  in  the  South 
27 
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next  year,  and  as  the  territory  surrounding  Memphis  has  never  had 
the  educational  benefits  of  your  association,  and  as  Memphis  is  un- 
deniably the  central  city  of  the  South,  of  sufficient  size  to  take  care 
of  your  conference,  and  because  next  year  is  going  to  be  somewhat 
like  this  one  is  in  relation  to  financial  depression,  and  because  not 
over  ten  per  cent  of  your  members  are  wealthy  enough  to  travel 
any  place  that  they  please  any  time  of  the  year  that  they  please, 
and  because  ninety  per  cent  of  them  may  go  to  a  city  which  is 
sufficiently  central  to  reduce  the  cost  of  travel,  we  believe  that  you 
should  come  to  Memphis  next  year.  So.  on  behalf  of  these  agencies 
I  have  mentioned,  and  also  in  behalf  of  the  Memphis  Hospital 
Association,  in  view  of  what  the  president  said  a  while  ago,  I  wish 
to  invite  you  to  Memphis  in  1931.     Thank  you  very  much. 

yi.  A.  Murphy  (Arizona)  :  This  is  my  first  attendance  at  one  of 
these  National  Tax  Association  meetings.  Coming,  as  you  all  know, 
from  the  baby  state  of  the  Union,  and  from  the  city  of  Phoenix,  I 
take  pleasure  in  inviting  the  convention  to  be  held  there  in  1931. 
It  may  be  a  little  presumptuous  on  my  part  at  this  time  to  invite 
this  great  body  to  Phoenix,  one  of  the  greatest  small  cities  in  the 
United  States.  I  am  not  going  to  try  at  this  time  to  tell  you  about 
it,  but  many  of  you.  or  in  fact  most  of  you,  know  about  it.  I  want 
to  say  this  in  reference  to  the  statement  about  being  presumptuous 
in  inviting  you  to  Phoenix  for  your  meeting  of  1932:  by  that  time 
we  expect  to  be  annexed  to  Los  Angeles. 

I  extend  to  you  an  invitation  to  meet  in  Phoenix  in  1932. 

Philip  Zoercher  (Indiana)  :  Mr.  Chairman.  Indiana  was  the 
first  state  in  the  Union  that  created  a  state  board  of  tax  commis- 
sioners. I  think  it  is  the  first  state  that  has  successfully  adopted  the 
plan  of  controlling  public  expenditures.  Indianapolis,  the  capital 
of  the  Hoosier  State,  is  known  as  the  cross-roads  of  America. 

I  extend  on  behalf  of  the  Governor  of  the  state  and  the  Mayor 
of  the  city  and  the  chamber  of  commerce  and  all  the  organizations 
in  the  city  of  Indianapolis  a  welcome  to  come  there  in  1931.  1932 
or  1933,  preferably  1931.  We  have  sort  of  a  bi-partisan  arrange- 
ment there;  we  have  a  republican  Governor  and  a  democratic 
Mayor;  and  I  want  to  tell  you  that  we  would  like  to  have  you  come. 

Bl.xine  V.  MooRi-:  (Washington.  D.  C.)  ;  After  listening  to  all 
these  speeches  I  hope  this  assembly  will  have  a  happy  place  to  meet 
next  year,  but  I  have  another  idea  in  mind. 

As  you  all  know,  in  1932  there  will  be  a  national  celebration  of 
the  birth  of  George  Washington.  That  celebration  will  center  in 
the  city  of  Washington.  It  is  not  exactly  a  Washington  afifair. 
The  Federal  Government  has  already  authorized  an  appropriation 
for  the  occasion,  and  every  state  in  the  Union  has  been  invited  to 
participate,  and  I  think  they  all  will.     Under  those  circumstances 
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I  think  that  this  conference  should  meet  in  Washington  in  1932. 
I  am  not  going  to  recount  the  facilities  that  we  have  in  Washington. 
I  think  the  facilities  in  Washington  are  so  well  known  that  we  do 
not  have  to  be  advertised  any  further. 

On  behalf  of  the  commissioners  of  the  District  of  Columbia,  I 
extend  to  this  meeting  an  invitation  to  meet  in  the  city  of  Wash- 
ington in  1932. 

PIarvey  Walker  (Ohio)  :  There  is  one  other  idea  in  connection 
with  the  invitation  to  the  city  of  Columbus  that  I  would  like  to 
bring  to  your  attention,  and  that  is  the  next  meeting  will  be  the 
twenty-fifth  anniversary.  I  think  it  would  be  highly  appropriate 
for  the  Association  to  hold  its  next  meeting  in  the  city  of  Colum- 
bus, where  it  had  its  origin,  and  I  would  like  to  suggest  to  the 
executive  committee  that  the  celebration  that  can  be  offered  on  the 
occasion  of  the  silver  anniversary  of  the  Association  can  be  most 
properly  celebrated  in  Columbus.  We  would  like  to  invite  you  to 
come  there  for  the  twenty-fifth  anniversary. 

Chairman  Fairciiild:  Are  there  any  other  invitations?  It  ap- 
pears evident,  ladies  and  gentlemen,  with  these  various  invitations 
that  we  shall  certainly  be  well  entertained  in  1931,  1932,  1933,  1934, 
1935,  and  I  know  not  how  much  farther.  Last  night  we  had  the 
pleasure  of  witnessing  what  Mr.  Cooke  himself  admitted  w^as  a 
perfectly  unique  event,  a  banker  giving  something  away,  but  such 
virtue  as  Mr.  Cooke  may  have  ascribed  to  himself  from  that  act 
was  in  my  mind  at  any  rate  somewhat  tarnished  by  my  observation 
that  all  of  the  cups,  golf  balls,  and  so  forth,  which  he  gave  away, 
were  apparently  given  to  bankers.  Apparently  the  banker's  idea  of 
giving  something  away  is  modified  by  the  moral  precept  that  charity 
begins  at  home. 

Tonight  we  are  going  to  give  Mr.  Cooke  a  chance  to  redeem 
himself.  He  has  still  one  or  two  more  cups,  and  perhaps  somebody 
not  a  banker  may  have  a  look-in  tonight.    I  recognise  Mr.  Cooke. 

Thornton  Cooke:  Not  a  chance,  Mr.  President;  they  both  go 
to  bankers.  One  redeeming  feature  is,  a  banker  gave  one  of  them. 
If  ]\Ir.  Charles  M.  Schmidt  and  Mr.  Joseph  B.  Ryan  are  in  the 
room,  please  rise  and  march  to  front  and  center.  What  am  I  to  do 
about  this  ?  Mr.  Ryan  has  won  for  the  coming  year,  at  any  rate, 
the  John  J.  Mclnerny  cup,  and  Mr.  Ryan  parts  with  the  cup  he 
won  last  year  to  Mr.  Charles  M.  Schmidt,  whose  putcer  was  work- 
ing so  well  yesterday,  and  Mr.  Schmidt  has  today  finished  a  54-hole 
contest.  Mr.  Ryan  had  a  fine  87  on  the  Indian  Hill  course.  I  will 
just  turn  over  both  of  these  to  you  and  ask  you  to  make  your  own 
disposition,  in  view  of  the  absence  of  one  of  the  donees. 

(Presentation  of  cups.) 
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Chairman  Fairchitj):  Is  there  anything  further  to  come  before 
this  meeting  ? 

Mr.  Philip  Zokrchkr:  I  move  we  adjourn. 

(Motion  duly  seconded) 

(Ayes  and  noes) 

(Association  adjourned  sine  die) 
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REVIEW  OF  STATE  TAX  LEGISLATION,  1930 

Beulah  Bailey,  Librarian 
Xew  York  State  Department  of  Taxation  and  Finance 

During  1930  nine  state  legislatures  held  regular  sessions:  Ken- 
tucky, Louisiana,  Massachusetts,  Mississippi,  New  Jersey,  New 
York.  Rhode  Island,  South  Carolina  and  Virginia.  Ten  states  held 
special  sessions :  Idaho,  Illinois,  Kansas,  Maine,  Maryland,  Ne- 
braska, New  Hampshire,  Texas.  Utah  and  West  Virginia. 

State  Administration 
West  Virginia 

A  new  state  code  was  adopted  in  West  Virginia,  effective  Janu- 
ary 1,  1931. 

Local  Tax  Administration 

Illinois 

The  various  resolutions,  ordinances  and  bond  issues  of  the  taxing 
!)odies  of  Cook  County  and  of  Chicago  passed  as  emergency  meas- 
ures to  meet  their  fiscal  situation  were  validated  at  the  special 
session.  These  included  warrants  issued  in  excess  of  the  75%  limit; 
the  Chicago  appropriation  bill,  amended  by  the  City  Council  before 
the  time  permitted  by  law;  the  issuing  of  $7,000,000  in  bonds  by 
Chicago  to  cover  the  1928  deficit  and  of  $2,500,000  in  bonds  by 
County  Boards,  the  elimination  of  a  referendum  for  county  bond 
issues  to  pay  outstanding  indebtedness ;  provision  for  a  working 
cash  fund  for  Chicago  and  one  for  Cook  County ;  issuing  of  bonds 
by  school  districts  for  the  payment  of  unpaid  orders  for  the  wages 
of  teachers  and  allowing  the  school  districts  to  levy  taxes  to  pay 
the  principal  and  interest  without  a  referendum ;  and  a  56.500,000 
school-bond  issue  for  Cook  County. 

Massachusetts 

The  Commissioner  of  Corporations  and  Taxation  has  been  author- 
ized to  find  some  way  to  provide  for  the  payment  of  local  taxes  in 
two  or  more  installments  so  as  to  get  more  money  at  the  beginning 
of  the  vear. 

(421) 


422  .\i'i'i:\i)ix 

Spixial  Investigation   Commissions 
Arkansas 
The  Bureau  of  Municipal  Researcli  is  to  make  a  scientific,  un- 
biased and  non-political  study  of  the  state  government  and  report 
to  the  Governor  in  1931. 

Georgia 
A  group  of  private  citizens  are  financing  a  survey  of  the  state 
tax  system  in  order  to  devise  a  scheme  for  the  orderly  rehabilitation 
of  the  state's  financial  afTairs.  The  survey  is  to  be  completed  by 
November  1st.  If  necessary,  the  (lOvernor  may  call  a  special 
session  then.  A  study  is  also  being  made  of  the  state's  accounting 
needs  with  a  view  to  installing  a  new  system. 

Illinois 

The  Illinois  Revenue  Investigation  Commission  appointed  in  1929 
made  a  preliminary  report  May  10,  1930,  recommending  first  that 
the  constitution  be  amended  giving  the  General  Assembly  broad 
powers  of  taxation  and  removing  restricting  clauses;  second  the 
establishment  of  a  permanent,  independent,  non-partisan  tax  bureau 
for  constant  research.    The  final  report  is  to  be  made  in  1931. 

lozca 

An  unotKcial  commission  of  business  organizations  and  trade 
groups  has  been  established  to  cooperate  with  the  official  special  tax 
committee  in  making  a  study  of  the  Iowa  tax  situation  and  in 
formulating  recommendations  for  the  legislature. 

Lonisiana 
The  Louisiana  Tax  Commission  is  authorized  to  make  a  thorough 
study  and  investigation  of  the  taxing  systems  used  in  all  the  other 
states  and  to  report  to  the  1932  legislature. 

Massachusetts 

The  1929  s])ecial  commission  reported  but  no  action  was  taken 
upon  their  recommendations.  Instead  the  legislature  appointed  a 
new  commission  to  make  a  further  study  of  ^Massachusetts'  problems. 

A'cci'  Hampshire 

The  Recess  Tax  Commission  api)ointed  in  1927  reported  in  1929. 
The  program  embodied  four  bills.  1.  The  exemption  of  standing 
timber;  2.  greater  equalization  of  school  costs;  3.  relief  of  all 
towns  and  cities  from  the  maintenance  of  trunk-line  and  state-aid 
highway;  4.  exemption  of  the  finished  products  of  manufacturers. 
A  burden  of  Sl,50(),(rOO  annually  thus  shifted  from  the  communities 
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was  to  be  derived  from  a  tax  upon  electric  and  i^as  utility  fran- 
chises, and  a  tax  upon  personal  and  corporate  income.-.  The  con- 
stitutionality of  these  bills  was  questioned.  The  Supreme  Court  in 
answer  to  a  joint  resolution  of  the  two  houses  said  the  proposed 
laws  were  on  the  whole  constitutional  but  some  changes  \\  ould  have 
to  be  made.  The  bills  were  revamped  and  came  up  before  a  special 
session  of  the  legislature  in  February  and  were  all  defeated.  A 
recess  commission  was  appointed  during  the  special  session  to  study 
the  subject  of  the  taxation  of  chain  stores. 

-VccC  Jersey 

The  commission  on  county  and  municipal  taxation  and  finance  is 
continued  for  another  year. 

Ne-cv  Mexico 

The  Governor  called  a  conference  of  several  state-wide  organiza- 
tions to  consider  the  tax  question  and  submit  recommendations  to 
the  next  legislature. 

Nczu  York 

A  temporary  tax  survey  commission,  consisting  of  nine  members 
to  be  appointed  jointly  by  the  Governor,  the  President  of  the  Senate 
and  the  Speaker  of  the  Assembly  was  created.  The  purpose  of  this 
commission  is  to  produce  "  a  workable  and  practicable  and  equi- 
table system  of  taxation  "  for  New  York  State  and  one  which  will 
"  reasonably  distribute  the  tax  burden  as  widely  and  evenly  as 
possible."  $75,000  was  appropriated  for  this  commission.  A  joint 
commission  of  the  senate  and  assembly  was  created  by  a  joint  reso- 
lution of  said  bodies  "  to  study  the  assessment  of  real  property  in 
the  municipalities  and  to  report  recommendations  looking  towards 
a  revision  of  the  statutes  affecting  such  assessments."  This  com- 
mission is  comprised  of  three  senators  and  five  assemblymen. 

Ohio 

The  Governor  appointed  a  committee  of  125  men  representing 
every  economic  and  professional  interest  in  the  state  and  known  as 
the  Governor's  Taxation  Committee,  to  make  a  thorough  study  of 
the  tax  needs  of  Ohio  and  to  recommend  a  comprehensive  tax  pro- 
gram. Many  of  the  sub-committees  have  already  reported  and  the 
completed  report  will  be  made  to  the  legislature  in  1931. 

OklaJioiita 

An  unofficial  tax  commission  of  eight  members  was  appointed 
by  the  Governor.  They  will  report  at  the  next  meeting  of  the 
legislature. 


'fciincsscc 
A  non-official  committee  of  15  business  men  was  appointed  at  a 
state-wide  conference  on  taxation  to  make  an  impartial  and  non- 
political  study  of  the  state's  tax  system  and  make  recommendations 
to  the  legislature.  A  special  study  is  also  to  be  made  under  the 
direction  of  the  state  tax  commissioner. 


7V 


.x'as 


The  Revenue  and  Taxation  Committee  of  the  House  of  Repre- 
sentatives made  a  study  of  how  to  reduce  the  tax  burden  on 
general  property. 

irasliingtoii 

An  advisory  commission  of  nine  members  has  been  appointed  to 
make  a  tax  survey.  They  are  to  report  in  1931.  Special  attention 
is  being  given  to  the  advisability  of  an  income  tax  and  a  sales  tax. 

U'cst   Flrf/iiiia 

West  Virginia  made  a  special  governmental  study  of  its  tax 
situation. 

JJ'yoiiiiiij 

A  citizens  committee  of  21  members  was  appointed.  It  is  to 
report  January  IS.  1931.  The  Governor  appointed  four  tax- 
valuation  committees  as  sub-committees  to  the  citizens  committee. 
They  are  to  make  their  preliminary  report  August  22  on:  1.  school 
finances,  2.  equalization  of  valuations,  3.  new  sources  of  revenue, 
4.  state  budget. 

Admission  T.\x 
Mississippi 

A  tax  of  1  cent  for  each  10  cents  or  fractional  part  thereof  is 
levied  on  all  admissions  to  amusement  places,  including  public 
bathing  places  and  public  dance  halls.  Every  such  place  of  amuse- 
ment must  have  a  i)ermit  to  operate.  The  tax  commission  ad- 
ministers the  tax  and  prescribes  the  form  of  the  tickets.  The  tax 
is  payable  monthly,  penalty  lO/V.  If  the  tax  is  not  paid  within 
30  days  the  permit  is  revoked,  the  person  to  continue  operating 
must  pay  all  back  taxes  and  penalties  and  furnish  a  bond.  School 
athletics,  benefits,  fairs,  etc.  are  exempt. 

.\.!)Vi:rtising  T.\x 

Xc7v  Jersey 

A  tax  of  3  cents  for  each  square  foot  of  billboards  or  any  other 
structure  on  which  any  advertisement  is  placed  is  levied  by  New 
Jersey,  effective  January  1,  1*)31.     Resides  this  permit,  as  it  is  called. 
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every  corporation  must  also  obtain  a  license,  cost  $100.  The  per- 
mits are  issued  by  the  Commissioner  of  Motor  Vehicles.  A  bond 
of  $1,000  has  to  be  filed  with  the  Commissioner.  The  money  from 
the  permits  is  divided  among  the  municipalities  the  basis  of  the 
money  collected  from  said  municipality. 

Assessment 

Illinois 

During  the  special  session,  laws  were  enacted  providing  fixed 
schedules  of  calendar  dates  for  the  various  steps  in  the  assessment 
of  property. 

Massachusetts 

A  board  of  tax  appeals  is  established  in  ^Massachusetts.  To  this 
board  can  be  referred  all  appeals  from  the  Commissioner  of  Cor- 
porations and  Taxation  on  all  manner  of  taxes  and  also  from  the 
local  board  of  assessors.  No  appeal  to  the  board  shall  stay  the  col- 
lection of  any  tax  or  excise. 

Bank  Tax 

California 

The  Attorney  General  of  California  has  held  that  the  Macallen 
decision  could  not  apply  to  California.  In  Massachusetts  it  was  the 
intent  of  the  legislature  to  subject  non-taxable  securities  to  the  tax, 
in  California  it  is  not  an  income  tax  but  a  franchise  tax  upon  the 
right  or  privilege  of  a  corporation  to  do  business,  and  all  property 
of  the  owner,  whether  exempt  or  not.  must  be  reported  and  duly 
considered  in  determining  the  value  of  the  franchise. 

Kansas 

Kansas  bankers  have  been  asked  by  the  Kansas  Tax  Commission 
to  refrain  from  litigation  contesting  the  right  of  the  state  to  tax 
financial  institutions  until  Congress  takes  some  action  in  regard  to 
Section  5219  of  the  Revised  Statutes.  California,  Minnesota  and 
New  York  have  established  such  a  precedent.  However,  mandamus 
proceedings  have  been  brought  against  the  tax  commission  to  test 
their  power  in  taxing  shares  of  stock  of  banks,  mortgage  com-  • 
panies  and  trust  companies. 

Massachusetts 

By  the  iMacallen  decision  the  bank  tax  of  JNIassachusetts  was  in 
1929  held  unconstitutional.  The  legislature  this  year  passed  a  law 
providing  for  the  refunding,  for  the  years  1926-1929,  that  part  of 
the  bank  tax  which  was  levied  against  income  from  government 
securities  with  interest  at  6%. 
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The  bank  tax  act  itself  was  amended  so  that  now  banks  are  to  be 
taxed  on  exactly  the  same  income  that  an  individual  would  be  taxed 
on  under  the  income-tax  law;  this  of  course  excludes  net  income 
from  government  securities.  This  same  law  also  made  a  special 
classification  of  manufacturing  corporations  so  that  a  little  higher 
rate  could  be  obtained  to  apply  against  the  taxable  income  of  banks, 
as  the  law  states  that  the  rate  upon  banks  shall  not  be  higher  than 
the  rate  assessed  upon  mercantile  and  business  corporations.  Under 
the  corporation-tax  law  a  machinery  deduction  is  allowed  manufac- 
turing corporations  against  their  taxable  income.  The  purport  of 
this  law  is  the  taxation  of  banks  only  and  the  relationship  to  other 
corporations  is  merely  by  way  uf  getting  a  rate  and  not  by  way  of 
taxing  corporations  more  or  less. 

Michigan 

A  ^Michigan  law  providing  that  shares  in  banks  and  trust  com- 
panies assessed  for  taxation  on  the  basis  of  computed  cash  value, 
after  deducting  the  assessed  value  of  all  real  estate  and  certain 
securities  of  a  municipal  character,  has  been  held  unconstitutional 
as  contravening  the  uniformity  clause  and  as  taxing  banks  at  a 
higher  rate  than  money  in  competition  with  them. 

Oregon 

The  money  collected  from  the  1929  excise  tax  and  tax  on  intan- 
gibles is  being  held  ujj  by  the  State  Treasurer  as  unreceipted  until 
the  cases  now  jiending  as  to  the  constitutionality  of  these  taxes  is 
decided. 

Jrashington 

The  ta.x  on  banks  and  other  fiscal  corporations  was  held  uncon- 
stitutional in  a  decision  handed  down  by  the  Supreme  Court,  June 
12,  1930.  The  law  violated  the  equal -protection  clause  of  the  con- 
stitution and  provides  for  the  taxation  of  income  from  ta.x-exempt 
government  securities.     .\.  rehearing  has  been  denied. 

CuAi.x  Stork  T.-\x 

(icorgia 

The  Superior  Court  of  Georgia  has  held  the  tax  constitutional 
in  Georgia.     An  appeal  has  been  taken  to  the  .Supreme  Court. 

Indiana 

The  Supreme  Court  of  Indiana  held,  Feb.  8.  1930,  the  graduated 
license  ta.x  on  chain  stores  unconstitutional.  The  case  has  been 
taken  to  the  United  States  Supreme  Court. 
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Nezv  Hampshire 

A  recess  commission  was  appointed  to  study  the  subject  of  the 
taxation  of  chain  stores. 

North   Carolina 

The  State  Supreme  Court  held,  Sept.  19,  1930,  the  license  tax 
on  branch  and  chain  store  operators  constitutional.  It  is  expected 
that  the  case  will  be  appealed  to  the  United  States  Supreme  Court. 

South   Carolina 

The  annual  license  tax  imposed  on  chain  stores  in  1928  was  re- 
pealed in  1929,  being  held  unconstitutional.  A  new  law  was  passed 
in  1930.  The  1928  law  levied  a  tax  of  $100  per  store  on  chain 
stores — more  than  four  stores  constituted  a  chain-store  system.  The 
court  held  this  discrimination.  The  1930  law  has  a  graduated  tax 
on  all  stores  ranging  from  $5  on  the  first  store,  $10  on  the  second, 
and  so  on  to  SI 50  on  the  thirtieth,  and  each  store  in  excess.  This, 
unlike  the  1928  law,  taxes  every  store,  even  the  first  four.  How- 
ever, the  constitutionality  of  this  tax  is  being  tested  in  the  Federal 
District  Court  and  the  commission  is  waiting  until  a  decision  is 
rendered  before  it  collects  the  tax. 

Collection  of  Taxes 

Illinois 

Illinois  this  year  provides  for  the  collection  of  delinquent  special 
assessments  without  entry  on  the  general  text  books. 

Xczv  York 
There  was  a  new  article  of  the  Tax  Law  enacted,  in  regard  to 
the  selling  of  property  for  delinquent  taxes.  This  new  article 
permits  any  city  by  ordinance  to  abolish  its  present  system  of  tax 
sale  and  to  elect  to  conduct  its  tax  sales  in  compliance  with  the 
provisions  of  this  law.  When  the  property  is, sold  for  taxes,  the 
owner  of  the  certificate  of  sale  has  a  lien  on  such  lands  for  the 
amount  of  the  purchase  money  paid  and  all  interest,  penalties  and 
other  charges  allowed  by  law.  After  the  expiration  of  the  period, 
within  which  the  land  so  sold  may  be  redeemed  by  the  owner, 
occupant  or  mortgagee,  but  not  later  than  five  years  from  the  date 
of  sale.  The  owner  of  the  certificate,  instead  of  taking  a  convey- 
ance as  provided  by  law,  may  at  his  option  recover  the  purchase 
money  and  other  sums  by  maintaining  an  action  to  foreclose  such 
lien  and  sell  the  land  in  the  same  manner  as  though  such  lien  were 
secured  by  a  mortgage. 


APPEXniX 
COXSTITUTIOXAI,    Am  EXDM  ICXTS 


Arizona  will  suhmit  tlic  following  amendments  to  the  people 
November.  1930.  (1)  Only  real  property  taxpayers  shall  be  per- 
mitted to  vote  upon  bond  issues  or  special  assessments.  (2)  No 
direct  tax  shall  be  imposed  upon  motor  vehicles  but  a  gasoline  or 
motor-fuel  tax  shall  be  in  lieu  of  all  direct  taxes.  (3)  The  author- 
ization of  a  $1(),00(). ()()()  bond  issue,  accompanied  by  an  increase  in 
the  gasoHnc-tax  rate  from  4  cents  to  5  cents. 

Arkdiisas 

There  is  a  proposed  amendnient  as  a  result  of  initiative  ])etition. 
The  amendment  is  to  prohibit  inheritance  or  death  taxes  in  excess 
of  the  estate  tax  levied  by  the  L'^nited  States  Government. 

California 

Tile  following  amendments  relative  to  taxation  are  to  come  be- 
fore the  voters  November  1930:  (1)  The  exemption  of  hospitals 
and  sanatoriums  from  taxation.  (2)  The  apportioning  of  state 
taxes  to  Firemen's  Funds.  (3)  Tax  on  street  railways  to  be  fixed 
at  4%7c  of  gross  receipts.  (4)  Toll-bridge  property  acquired  by 
the  state  is  to  continue  to  be  taxed  by  localities  so  long  as  tolls  are 
collected.  (5)  Taxation  of  ocean  marine  insurers.  (6)  Provision 
for  a  tax  on  motor  vehicles  in  lieu  of  the  personal  property  tax. 
(7)  Reimbursement  of  counties  for  losses  from  state  taxation 
brought  about  by  the  withdrawal  from  local  taxation  of  property 
taxes  for  state  purposes. 

Florida 

The  legislature  of  Florida  adojjted  by  one  vote  a  ])roposed  amend- 
ment permitting  an  inheritance  tax.  the  rate  of  which  will  be  80% 
of  the  federal.     This  is  the  same  tax  now  levied  in  Georgia. 

The  second  amendment  proposed  is  the  eliminations  of  the  ad 
valorem  tax  on  automobiles.  These  amendments  will  be  submitted 
to  the  people  for  ratification  or  rejection  in  November.  1930. 

Georgia 

.An  income  tax  was  enacted  in  Georgia  by  the  1929  legislature 
and  the  same  time  the  legislature  approved  a  constitutional  amend- 
ment permitting  the  levy  of  an  income  tax  at  a  rate  not  to  exceed 
S7c.  If  such  a  tax  is  levied  the  ad  valorew  tax  for  state  purposes 
shall  not  exceed  4  mills  for  the  first  year  an  income  tax  is  levied. 
3  mills  the  second  year  and  2  mills  for  any  sub.sequent  year.  This 
amendment  will  be  voted  upon  by  the  people  at  the  November 
election. 
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Illinois 

A  1929  law  provides  that  the  state  of  Illinois  shall  acquire  and 
establish  a  state  system  of  conservation  of  forest  preserves  and 
public  recreation  grounds.  For  the  financing  of  this  provision  there 
is  to  be  a  bond  issue  of  $14,000,000.  These  bonds  are  to  be  made 
payable  in  thirty  years  at  4%  interest  and  not  more  than  $1,400,000 
worth  of  bonds  shall  be  issued  in  any  one  year.  The  provision  to 
issue  these  bonds  is  to  be  submitted  to  the  voters  at  the  November 
1930  election. 

The  following  amendments  passed  by  the  special  session  of  the 
general  assembly  will  be  submitted  to  the  people  November  1930. 
The  amendments  to  be  carried  must  receive  a  majority  of  all  votes 
cast  at  the  election.  These  amendments  remove  the  idea  of  uni- 
formity. 

1.  The  general  assembly  shall  have  the  power  to  enact  laws  to 
provide  revenue.  .All  real  estate  must  be  in  one  class  for  purposes 
of  taxation  except  mineral  lands  and  reforested  lands. 

2.  If  Illinois  should  have  an  income  tax,  the  state  should  receive 
not  more  than  15%  and  the  rest  distributed  among  the  counties  on 
the  basis  of  the  ratio  of  the  total  amount  collected  from  each  county 
bears  to  the  amount  collected  from  the  whole  state.  This  may  be 
changed  by  a  two-third  vote  of  the  general  assembly,  and  the 
Assembly  may  further  divide  the  money  to  the  counties  among  the 
municipal  corporations.  General  Assembly  may  also  direct  the  dis- 
tribution among  the  localities  of  other  taxes  collected  by  the  state. 

3.  General  Assembly  may  vest  the  corporate  authorities  of  all 
governmental  units  with  power  to  levy  special  assessments  for  local 
improvement,  and  to  assess  and  collect  taxes  for  all  other  corporate 
purposes. 

4.  Except  for  the  income  tax,  the  general  assembly  shall  not 
impose  taxes  upon  the  localities  for  local  purposes. 

Indiana 

The  attorney  general  has  ruled  that  the  resolution  for  an  income 
tax  amendment  was  improperly  passed  and  it  cannot  go  before  the 
voters  in  November  1930,  but  that  the  legislature  must  repass  it 
in  1931. 

Kansas 

A  referendum  will  be  submitted  to  the  people  at  the  general  elec- 
tion in  1930  to  amend  Article  11  of  the  constitution  so  as  to  permit 
a  graduated  personal  income  tax. 

Louisiana 

An  amendment  to  Art.  X  of  the  constitution  wall  be  submitted  to 
the  electors  November   1930.     This  amendment  provides  that  any 


430  APPEXDIX 

municipality  or  parish  may  exempt  new  industries  or  additions  to 
existinjj  indusrtries  from  any  or  all  general  or  local  taxes  for  a 
period  not  exceeding  five  years  if  the  resident  property  taxpayers 
thus  vote  and  if  any  competing  industry  situated  within  the  munici- 
pality or  parish  consents  to  it. 

A  $68,000,000  bond  issue  will  be  submitted  to  the  voters  in  No- 
vember 1930.  This  will  be  used  for  hard-surfaced  highways,  gravel 
roads,  and  bridges,  and  also  a  further  bond  issue  of  $1,000,000  for 
the  purpose  of  developing  an  airport  for  tlic  city  of  New  Orleans. 

Missouri 

An  amendment  exempting  all  evidence  of  debt  for  money  loaned 
on  real  estate  is  to  lie  voted  upon  November  1930. 

Montana 

Section  9,  Article  12  of  the  Montana  Constitution  states  the 
maximum  tax  rate.     A  referendum  is  to  be  voted  upon  November 

1930.  providing  for  the  increase  of  the  rate  of  taxation  on  real  and 
personal  property  for  state  purposes  not  to  exceed  three  mills. 
This  is  in  addition  to  the  tax  already  permitted  by  the  constitution. 
This  additional  tax  is  to  be  for  a  period  of  ten  years  beginning 

1931.  The  money  from  this  additional  tax  is  to  go  to  the  support, 
maintenance  and  improvement  of  the  institutions  comprising  the 
Greater  University  of  Montana,  the  Agricultural  Experiment  Sta- 
tion and  the  Agricultural  Extension  Service. 

A'r-.'  Hompshirc 

The  Constitutional  Convention  ])roposed  the  following  amend- 
ments :  The  general  court  may  from  time  to  time  exempt  from  the 
operation  of  any  income  tax  imposed  by  them  so  much  income  as 
thev  deem  just,  but  no  tax  upon  income  shall  be  assessed  at  a  rate 
greater  than  the  average  rate  of  taxation  upon  general  property 
throughout  the  state  for  the  year  prior  to  such  assessment. 

Neiv  Jersey 
An  auKMuhncnt  ])ermitting  a  $100,000,000  bond  issue  and  increas- 
ing the  gasoline  tax   from  2  cents  to  3  will  be  voted  upon  in  No- 
vember. 

Xortli   Carolina 
An  amendment    ])roviding  for  classification  of  property  for  taxa- 
tion will  be  voted  u])on  in  November  1930. 


The  amendment  permitting  classification  of  property  for  tax  pur- 
poses was  i)assed  by  the  voters.    It  becomes  effective  January  1,  1931. 
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South  Carolina 

Amendments  to  be  voted  on  in  the  November  1930  elections  are: 
Classification  of  property  for  taxation,  so  as  to  permit  the  taxation 
of  intangibles  at  a  rate  not  to  exceed  one-half  of  one  per  cent  of 
the  true  value  of  such  intangibles.  Biennial  sessions  of  the  gen- 
eral assembly  and  the  levy  of  an  annual  tax  biennially. 

Ufali 

At  a  special  session  of  the  general  assembly  three  amendments 
to  the  constitution  were  proposed.  The  first  proposes  to  permit  the 
classification  of  intangible  property  for  purposes  of  taxation  and 
provides  that  such  property  may  be  taxed  as  property  in  such 
manner  and  to  such  extent  as  the  legislature  may  determine,  pro- 
viding that  until  January  1,  1937  the  property  tax  shall  not  exceed 
5  mills  on  the  dollar  valuation.  It  also  provides  that  in  case  a  tax 
on  the  income  from  intangible  property  is  enacted  by  the  legislature 
that  then  there  shall  be  no  property  tax  on  the  intangible  property. 
This  amendment  will  thus  permit  either  the  taxation  of  the  intan- 
gible property  at  a  low  rate  as  property  or  a  tax  on  the  income 
from  the  property. 

A  second  amendment  proposes  to  create  a  state  tax  commission 
consisting  of  four  members  to  be  appointed  by  the  governor  by  and 
with  the  consent  of  the  Senate.  The  commission  would  have  such 
supervision  over  the  state  tax  system  and  such  authority  as  the 
legislature  might  provide. 

A  third  amendment  provides  that  the  present  net-proceeds  basis 
for  the  taxation  of  mines  shall  continue  until  January  1.  1935  and 
that  thereafter  all  metalliferous  mines  or  mining  claims  shall  be 
assessed  as  the  legislature  shall  provide. 

A  fourth  resolution  amends  the  1929  joint  resolution  proposing 
to  amend  the  constitution  in  regard  to  the  state  school  fund  and  the 
manner  of  distributing  the  school  revenue.  This  amendment  fixes 
the  maximum  rate  on  tangible  property  at  2.4  mills  for  general 
state  purposes  and  two-tenths  of  a  mill  for  high  schools.  These 
amendments  are  to  be  voted  upon  in  November,  1930. 

JVashington 

An  amendment  providing  for  classification  of  property  for  taxa- 
tion is  to  be  voted  upon  in  November,  1930.  In  the  same  amend- 
ment authority  is  given  to  the  legislature  to  exempt  personal  prop- 
erty to  the  amount  of  $300. 

JVcst   Virginia 

An  amendment  providing  for  an  executive  budget  will  be  voted 
upon  in  November,  1930. 


Corporation  Taxes 
Kansas 
The  law  providing  for  the  assessment  and  taxation  of  the  shares 
of  stock  held  hy  shareholders  of  banks,  loan  companies  and  trnst 
companies  and  the  taxation  of  the  same  at  an  ad  valorem  rate  has 
been  amended  to  include  the  stock  of  investment  companies  and 
finance  companies,  and  excepts  the  stock  of  public  service  corpora- 
tions, insurance  companies,  express  companies  and  corporations  ex- 
pressly taxed  under  other  provisions  of  the  law.  Tangible  personal 
property  of  the  corporation  is  under  the  1930  law  made  deductible 
from  the  assessed  valuation  of  the  capital  stock  as  well  as  real 
estate,  and  also  extra-territorial  real  and  personal  property  if  it  can 
be  shown  that  the  same  is  listed  for  taxation  in  some  other  state  or 
some  other  county  in  Kansas. 

Mississif>pi 
A  franchise  lax  was  levied  upon  the  capital  stock  of  all  corpora- 
tions organized  for  profit.  The  rate  is  $1.00  per  $1,000  of  the 
capital  stock  based  on  the  capital  of  the  corporation  at  the  close  of 
the  preceding  calendar  year  or  fiscal  year,  and  of  foreign  corpora- 
tions the  capital  stock  emploved  in  the  state.  The  minimum  tax 
is  $10.00. 

Rhode  Island 

The  corporate  excess-tax  law  is  amended  so  as  to  confer  broader 
powers  of  discretion  upon  the  Board  of  Tax  Commissioners  in  de- 
termining or  arriving  at  the  ratable  value  of  a  corporation. 

South  Carolina 
The  rate  of  income  tax  on  corporations  was  increased  by  a  1930 
law  from  4%  to  4^2%  and  provision  was  made  for  a  minimum  tax 
of  2%  on  a  base  consisting  of  net  income  plus  salaries  and  other 
compensation  paid  to  all  elected  and  appointed  ofiicers,  and  to  any 
stockholder  owning  in  excess  of  5%  of  the  issued  capital  stock, 
deducting  $6,000  and  any  deficit  reported  for  the  yeai .  This  is  the 
same  as  the  New  York  State  law. 


At  a  special  session  of  the  legislature  in  December  1929  the 
capital  stock  tax  law  was  amended  providing  that  corporations  may 
at  their  option  pay  either  a  tax  of  J/2  of  1%  of  gross  receipts  from 
intra-state  business  with  a  minimum  of  $25  or  pay  on  their  authorized 
capital  stock  as  in  the  existing  law. 

Texas 

A  new  franchise  tax  was  enacted  on  every  domestic  and  foreign 

corporation  doing  business  in  the  state.     The  base  of  the  tax  is  that 
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proportion  of  the  outstanding  capital  stock,  sur])lus  and  undivided 
profits,  plus  the  amount  of  outstanding  bonds,  notes  and  debentures, 
other  than  those  maturing  in  less  than  a  year  from  date  of  issue, 
as  the  gross  receipts  from  its  business  done  in  Texas  bears  to  the 
total  gross  receipts  of  the  corporation  from  its  entire  business.  The 
rate  is  60  cents  for  each  $1,000  or  fractional  part  thereof  from 
$1.00  to  $1,000,000  and  30  cents  in  excess  of  $1,000,000.  The 
minimum  tax  is  $10.00.  The  tax  is  due  between  January  1st  and 
March  15th.  Penalty,  10%  of  tax  due.  It  is  administered  by  the 
secretary  of  state.  Tax  became  effective  April  10,  1930.  The 
former  corporation-tax  law  was  held  unconstitutional.  A  case  test- 
ing the  constitutionality  of  the  1930  tax  is  now  pendmg  before  the 
court. 

Death  Taxes 
Canada 

Prince  Edward  Island  and  Saskatchewan  have  reciprocity  with 
all  the  reciprocal  United  States  jurisdictions  except  Idaho,  Illinois, 
Maine,  Mississippi,  North  Carolina,  Washington  and  Wisconsin. 
It  became  effective  in  Prince  Edward  Island  April  10,  1930  and 
will  become  eff'ective  in  Saskatchewan  upon  the  proclamation  of  the 
Lieutenant  Governor. 

Kansas 

An  estate  tax  was  levied  equal  to  the  difference  between  the 
Kansas  tax  upon  an  estate  and  the  80%  federal  credit.  The  tax  is 
chargeable  against  the  interests  of  each  beneficiary  in  proportion  to 
the  amount  of  the  normal  state  inheritance  tax  paid  b}'  each. 

Massachusetts 

The  original  Massachusetts  estate-tax  law  picking  up  the  80% 
slack  carried  a  provision  that  if  the  law  were  declared  unconstitu- 
tional, then  the  estates  could  recover  from  the  government  what 
they  had  paid  because  of  the  estate  tax.  A  1930  amendment  pro- 
vides only  in  the  event  that  the  Federal  Government  requires  them 
to  pay  the  80%^  credit,  can  they  recover  from  the  state  government. 

A^ezu  York 

The  transfer-tax  law  and  the  former  estate-tax  law  on  estates  of 
over  $200,000  has  been  repealed  and  a  new  estate-tax  law  based 
upon  the  federal  has  been  enacted.  The  tax  is  assessed  upon  the 
net  estate  passing  by  operation  of  the  will,  or  by  intestacy,  or  by 
gifts  or  other  transfers  taking  effect  at  death.  Intangibles  of  non- 
resident decedents  are  not  taxed.  The  rates  are  from  Vs  of  1%  to 
16%.  Net  estates  of  less  than  $5,000  are  not  taxable.  Exemptions 
are  husband  or  wife,  $20,000;  ancestors,  descendants,  son-in-law  or 
28 
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daughter-in-law,  brother  or  sister,  $5,000.  The  law  is  administered 
by  the  Department  of  Taxation  and  Finance  and  becomes  effective 
September  1,  1930. 

Another  law  provides  for  the  compromise  between  the  executor 
and  the  state  tax  commission,  witli  the  approval  oi  the  attorney 
general,  of  the  tax  on  a  contingent  interest  either  life  estate  or 
remainder.  It  will  not  be  necessary  under  this  law  to  await  the 
termination  of  the  trust  in  order  to  make  these  adjustments.  Under 
the  new  estate  tax  there  will  be  no  more  contingent  interests. 

A  third  law  provides  a  statutory  method  of  equitably  apportion- 
ing the  estate  tax,  both  state  and  federal,  among  the  various  per- 
sons interested  in  the  estate  in  proportion  to  the  benefits  derived 
by  each  interest. 

Ohio 

The  attorney  general  has  held  that  proceeds  of  life-insurance 
policies  made  payable  to  a  trustee  and  distributed  after  death  by  the 
trustee  are  subject  to  the  Ohio  inheritance  tax. 

Educatiox 

Louisiana 

The  amount  of  aid  from  the  state  for  public  schools  is  fixed  at 
$12  for  each  child  between  6  and  18  years.  Future  legislatures  are 
required  to  appropriate  this  sum  of  money.  One-naif  of  the  addi- 
tional 1  cent  tax  on  gasoline  is  to  go  for  education. 

Exemptions 

Ka)isas 

Personal  property  brought  by  a  non-resident  into  a  county  after 
March  1st  and  prior  to  September  1st  shall  be  listed,  unless  such 
person  can  show  that  said  personal  property  has  already  been  listed 
for  taxation  in  another  county  or  state.  This  bill  is  for  the  owners 
of  certain  lands  that  pasture  Texas  cattle. 

Massachusetts 

The  same  exem])ti<)n  has  been  granted  to  the  veterans  of  the 
Spanish  War.  the  Philippine  insurrection,  and  the  Chinese  Relief 
Expedition  as  are  given  to  the  men  who  served  in  the  ^^^orld  War. 

The  ])ro])erty  exemption  of  widows,  orphans  and  persons  over 
seventy  was  increased  from  $1,000  to  $2,000. 

.V^cc'   York 

A  pension  exemption  is  this  year  granted  to  the  dependent  father 
of  a  veteran  as  well  as  the  dependent  mother,  wife  or  widow. 
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Soufli  Carolina 

Xew  manufacturing  concerns  or  additions  are  exempt  for  a 
period  of  five  years  from  county  taxes,  except  for  school  purposes, 
in  Darlington  county  if  the  capital  stock  of  the  company  is  not  less 
than  $50,000.  Aiken  county  exempts  such  concerns  from  both 
county  and  township  taxes.  Orangeburg,  Florence,  Spartanburg, 
and  Chesterfield  counties  exempt  from  county  taxes,  except  for 
schools,  for  a  period  of  five  years  all  new  manufacturing  concerns 
or  additions  if  the  capital  stock  is  not  less  than  $25,000.  Bamberg 
County  is  required  to  allow  similar  five-year  exemption  but  does  not 
designate  the  minimum  capital  stock  of  the  concern. 

I'irginia 
Local  governmental  units  are  given  authority  to  exempt  manu- 
facturing industries  and  works  of  internal  improvement  from  local 
taxation  for  five  years  provided  that  such  concern  does  not  com- 
pete with  any  existing  concern  and  that  the  governmental  officials 
think  the  increased  taxable  values  due  to  the  industry  will  com- 
pensate them  for  the  five  years'  omission. 

G.\soLTXE  Tax 

Arhoiia 

An  amendment  is  to  be  submitted  to  the  people  asking  for  an 
authorization  of  a  $10,000,000  bond  issue  and  an  increase  of  the 
gasoline  tax  from  4  cents  to  5  cents  a  gallon. 

Canada 
In  1930  the  Provinces  of  Manitoba,   British  Columbia  and  Sas- 
katchewan increased  the  gasoline-tax  rate  to  5  cents  for  the  imperial 
gallon.     This  rate  is  now  universal  throughout  Canada. 

Florida 
Aerodiesel  fuel  is  taxable  when  used  as  a  substitute  for  gasoline, 
but  not  if  used  as  a  substitute  for  kerosene. 

Idaho 
A  special  session  of  the  legislature  increased  the  gasoline  tax 
from  4  cents  to  5  cents  per  gallon.  This  additional  one  cent  is  to 
be  placed  in  a  fund  to  be  known  as  the  "  State  Highway  Treasury 
Note  Redemption  Fund "  for  repayment  of  the  principle  and  in- 
terest of  $1,000,000  of  treasury  notes  sanctioned  by  the  1930  legis- 
lature. The  notes  are  to  be  issued  after  January  1st.  1931  for  the 
use  of  the  state  highway  fund.  The  money  will  make  a  workable 
fund  for  the  highway  department  and  make  it  possible  for  the 
state  to  match  the  federal  aid  money.  The  additional  one  cent  gaso- 
line tax  cannot  be  repealed  so  long  as  any  of  these  notes  are  unpaid. 


Illinois 

The  Supreme  Court  has  lield  that  state  gasoline  taxes  voluntarily 
paid  under  the  unconstitutional  1927  act  cannot  be  recovered,  even 
though  {)aid  under  protest. 

Kentucky 

'The  gasoline  tax  has  been  extended  to  include  taxation  of  gaso- 
line produced  by  refineries  and  of  gasoline  purchased  outside  of  the 
state  in  addition  to  gasoline  sold  by  wholesalers.  Kentucky  this 
year  allows  1%  of  the  volume  for  evaporation  and  leakage  and  1% 
of  the  amount  of  the  tax  to  cover  the  expense  of  collection  by  the 
distributor.  An  annual  bond  is  required  of  all  distributors,  the 
amount  to  be  determined  liy  the  tax  commission,  covering  the 
estimated  sales. 

Louisiana 

The  rate  is  increased  from  4  cents  a  gallon  to  5  cents.  One-half 
of  the  additional  cent  is  to  go  for  an  equalizing  fund  to  be  dis- 
tributed by  the  state  board  of  education  to  the  needy  parishes. 
$100,000  of  the  other  one-half  is  to  go  to  the  Port  of  Lake  Charles 
and  the  remainder  to  the  Port  of  New  Orleans. 

Formerly  the  Louisiana  law  made  no  provisions  for  exemptions 
or  refunds.  A  1930  law  exempts  gasoline  manufactured,  blended 
or  imported  into  the  state  for  export.  Dealers  are  given  the  privi- 
lege of  filing  a  bond  in  lieu  of  immediate  payment  of  the  tax.  The 
bond  is  not  to  exceed  $10,000.  The  penalty  has  been  increased  from 
2%  on  the  amount  of  the  tax  and  107o  attorney's  fees  on  both  tax 
and  penalties  to  207c  on  the  amount  of  the  tax,  the  attorney's  fees 
remaining  the  same.  If  the  tax  and  penalties  are  not  paid,  the 
property  may  be  attached  and  the  place  closed. 

Minnesota 
'J1ie  attorney  general  has  held  that  in  computing  refunds  of  the 
gasoline  tax  due  to  shipments  out  of  the  state  or  sales  to  the  Fed- 
eral Government,  the  distributor  is  entitled  to  refund  on  the  amount 
sold  or  exported  minus  the  3%  of  gallonage  allowed  for  evaporation. 

Xcw  Jersey 
If  a  $100,00(),0()0  bond  plan  for  public  improvements,  $65,000,000 
for  highways.  $18,000,000  for  grade  crossing  elimination,  $10,000, 
000  for  institutions  and  $7,000,000  for  acquisition  of  public  water 
supply  land  is  passed  by  the  people  in  November,  then  the  gasoline 
tax  shall  be  increased  from  2  cents  to  3  cents.  This  same  act 
allows  a  refund  of  1  cent  per  gallon  for  fuel  used  in  motor  boats. 
A  1930  law  allocates  $2,000,000  annually  of  the  gasoline  tax  money 
for  grade  crossing  elimination  as  well  as  the  usual  $90,000  for  im- 
provement of  inland  waterways. 
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The  attorney  general  has  held  that  fuel  used  hy  airplanes  is  not 
suhject  to  the  gasoline  tax. 

New  York 

The  original  1929  law  prescribes  a  penalty  for  the  failure  to  file 
a  return  but  none  for  the  failure  to  pay  the  tax.  A  1930  law 
rectifies  this.  The  penalty  is  5%  of  the  amount  of  tax  plus  1%  of 
such  amount  for  each  month  of  delay  or  fraction  thereof  after  the 
expiration  of  the  first  month.  The  tax  commission  has  the  right 
to  remit  all  or  any  part  of  such  penalty  if  they  see  fit.  Unpaid 
penalties  shall  be  recovered  by  the  Attorney  General.  "  Motor 
Vehicle "  has  been  redefined.  Road-building  machinery,  power 
shovels  and  tractor  cranes  are  among  the  exempt.  Road  rollers  were 
included  in  the  original  law  but  omitted  this  year.  The  law  gov- 
erning the  determination  of  the  tax  in  case  the  distributor  fails  to 
file  his  return  was  amended.  The  amendment  states  that  the  appli- 
cation for  an  order  of  certiorari  must  be  made  within  30  days  after 
the  department  has  determined  the  tax,  and  the  order  of  certiorari 
will  not  be  granted  unless  the  amount  of  the  tax  and  the  penalties 
is  first  deposited  with  the  commission. 

Pcnnsyh'ania 

The  gasoline  tax  was  automatically  reduced  from  4  cents  to  3 
cents  July  1,  1930  in  accordance  with  the  1929  law. 

Rhode  Island 
The  time  for  which  claims  for  reimbursement  may  be  made  by 
distributors  is  extended  from  60  days  to  120  days. 

South  Carolina 

The  1930  General  Assembly  imposed  a  license  tax  on  gasoline 
imported,  kept,  stored  or  used  in  the  state,  which  has  not  been  sub- 
jected to  the  payment  of  a  license  tax  under  any  other  statute  of 
the  state.  The  act  in  question  is  intended  to  tax  all  gasoline  used 
by  persons,  firms,  corporations,  municipalities,  counties,  etc.,  and  on 
which  the  tax  was  not  paid  under  the  provisions  of  any  other  act. 

The  1930  act  makes  definite  the  exemption  of  crude  petroleum, 
residium  or  smudge  oil,  crude  oil,  fuel  oil  or  kerosene  oil.  One  per 
cent  to  cover  loss  by  evaporation,  spillage  or  otherwise  may  be  de- 
ducted by  the  taxpayer  when  remitting  the  tax. 

Tennessee 

At  the  1929  special  session  the  gasoline-tax  law  was  amended  so 
as  to  require  retail  dealers  in  gasoline  to  procure  permits  for  pur- 
chases in  carload  lots. 
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yirginia 

Tlie  distribution  of  the  gasoline  tax  is  changed  effective  January 
1,  1931.  70%  goes  to  the  state  and  30%  to  the  localities  for  the 
maintenance  of  roads  and  bridges  embracing  the  county  highway 
system.  One-third  of  this  30%  is  apportioned  among  the  localities 
on  the  basis  of  state  taxes  collected  in  1925  (before  segregation) 
and  the  remaining  two-thirds  on  the  basis  of  area,  population,  and 
total  state  taxes  and  local  levies  collected  by  the  county  treasurers. 
Each  of  these  three  factors  is  given  equal  weight.  Formerly  the 
distribution  was  on  the  basis  of  taxes  paid  into  the  state  by  the 
localities. 

Wyoming 

The  tax  on  gasoline  used  for  aviation  is  to  go  for  municrpal  air 
fields. 

Gkxekal  I'ropkrty  Tax 
Mississippi 

Improvements,  real  estate  and  interests  separately  owned  shall  be 
assessed  and  taxed  sei)arately. 

Rhode  Island 

A  1930  law  changes  the  base  upon  which  the  direct  state  tax  on 
cities  and  towns  is  computed,  beginning  in  1931.  This  tax  is  now 
computed  upon  local  valuations,  whereas  beginning  in  1931  the 
base  will  be  the  amount  of  local  tax  annually  assessed  upon  the 
ratable  property  of  the  several  cities  and  towns. 

JCIIIICSSCC 

At  the  special  session  in  December  1929  a  law  was  enacted  pro- 
viding that  the  state  after  1930  shall  collect  ad  valorem  taxes  for 
elementary  schools  only.    The  rate  for  which  is  1  mill  on  the  dollar 

and  Yj  mill  on  the  dollar. 

Income  Tax 
Ceorgia 

The  income  tax  of  Georgia  was  held  constitutional  April  17,  1930 
by  the  Georgia  Supreme  Court.  The  tax  became  effective  October 
1,  1929.  The  state  tax  commission  has  held  that  a  reduction  of 
the  federal  income  tax  does  not  affect  the  rate  of  the  state  income 
tax.  The  basis  of  the  state  income  tax  is  one-third  the  federal  rate 
as  it  existed  at  the  time  the  state  measure  went  into  effect. 

So\ith  Carolina 

The  personal  income  tax  exemptions  have  been  decreased,  single, 
SI 500  to  $1200;  and  heads  of  families  $2500  to  $2200.     The  rates 
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have  been  increased  by  lowering  the  brackets.  They  are  now  1% 
from  $1200  to  $2,000;  2%  from  $2,000  to  $4,000;  3%  from  $4,000 
to  $6,000;  4%  from  $6,000  to  $8,000;  5%  all  over  $8,000.  South 
Carolina  grants  a  reciprocal  provision  for  noii-residents  deriving 
income  in  South  Carolina. 

Virginia 

The  exemptions  were  raised  from  $1,000  to  $1250  for  single 
people  and  from  $2,000  to  $2800  for  married.  These  exemptions 
became  effective  on  income  earned  during  1930.  It  is  thought  that 
this  will  decrease  the  revenue  about  $300,000. 

J  Wisconsin 

The  tax  commission  has  handed  down  a  decision  exempting 
insurance  companies  and  steam  railroads  and  sleeping-car  com- 
panies from  the  income  tax.  Electric  companies  and  improvement 
companies  are  subject  to  the  ta.x. 

Intangibles,  Money  and  Credit 

Kansas 

The  1927  law^s  defining  moneys,  credits  and  received  debts  and 
providing  for  a  tax  upon  tlie  same  was  repealed  by  a  1930  law, 
becoming  effective  March  11,  1930.  The  mortgage-registration  fee 
was  retained. 

Licenses 
Georgia 

The  annual  license  tax  of  $25  on  real-estate  brokers  has  been  held 
constitutional  by  the  Georgia  supreme  court. 

Xcic  Jersey 

Commission  merchants  or  brokers  must  be  licensed.  Fee,  S2.00. 
Agricultural  cooperative  associations  exempt. 

Texas 

This  year  Texas  levied  an  occupation  license  fee  of  $250  on  the 
members  of  any  cotton  exchange  or  any  broker. 

Virginia 

A  license  fee  is  levied  on  moving  picture  films.  The  rates  are 
as  follows:  $2  for  each  1,000  feet  or  fraction  thereof  of  original 
moving  picture  film;  $1  per  $1,000  feet  for  duplicates,  current 
events,  and  educational  films;  50  cents  for  each  permit.  Whole- 
sale ginned  cotton  buyers  are  to  pay  an  annual  license  tax  of  $100 
if  the  purchase  did  not  exceed  1000  bales  and  2  cents  per  bale  for 
each  one  in  excess. 
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Malt  Extracts 

Louisiana 

The  1928  malt  extract  tax  in  Louisiana  in  its  ability  to  produce 
revenue  was  not  a  success.  The  tax  instead  of  producing  the 
hoped-for  $1,000,000  a  year  only  produced  $100,000.  The  evasion 
was  great.  The  rate  under  the  1928  law  was  10  cents  per  16-ounce 
pound,  the  new  1930  law  reduces  it  to  3  cents.  The  maximum 
penalty  for  evasion  was  increased  from  $500  to  $1,000.  and  dealers 
are  given  the  privilege  of  filing  a  bond  not  to  exceed  $15,000  in 
lieu  of  the  immediate  payment  of  the  tax. 

SoiifJi  Carolina 

A  license  tax  of  10  cents  per  pound  is  levied  upon  all  malt  or 
malt  extracts  or  substitutes.  The  only  malt  exempt  is  that  used  in 
the  making  of  breads,  pastries  and  yeast  in  baking  or  for  medicinal 
purposes. 

Miscellaneous 
Louisiana 

The  production  of  registered  and  certified  cotton  seed  has  been 
licensed  and  regulated  l)y  law. 

South  Carolina 

Buyers  of  furs,  hides  and  pelts  must  first  procure  a  license.  For 
a  county  resident  it  is  $25.  a  non-resident  $200.  The  tax  is  payable 
to  the  county  deputy  game  warden. 

A  graduated  license  tax  (50  cents  to  $2.50)  was  imposed  on  radio 
sets  used  in  the  state.  The  constitutionality  of  the  law  has  been 
attacked  and  the  collection  of  the  tax  has  been  temporarily  en- 
joined by  the  Federal  District  Court. 

Truucsscc 
That  section  of  the  carbonic  gas  law  stating  that  the  excise  tax 
on  carbonic  acid  gas  was  in  lieu  of  otiier  state  privilege  taxes  and 
was  repealed  at  the  special  session  of  1929. 

Texas 

A  new  law  was  substituted  for  a  i)ri()r  law  levying  a  license  tax 
on  the  gross  receipts  of  text-book  com])anies  which  expired  Sep- 
tember 1.  1929.  The  rate  is  1%  of  gross  receipts.  Reports  filed 
with  conii)troller,  tax  payable  to  state  treasurer.  A  license  tax 
was  levied  on  the  gross  receipts  of  sulphur  mines.  The  rate  is  55 
cents  per  long  ton  or  fraction  thereof  of  all  sulphur  produced  in 
Texas.  Re])ort  filed  with  comptroller,  tax  payable  to  state  treas- 
urer.    Penalties  10'^.     Tax  payable  quarterly. 
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Motor  Vehicles 

Georgia 

Beginning  September  1st,  Georgia  is  going  to  adopt  the  method 
of  issuing  license  plates  by  mail.  This  method  is  already  in  use  in 
North  Carolina,  South  Carolina  and  Pennsylvania.  Georgia  and 
South  Carolina  have  effected  reciprocity  in  regard  to  motor  busses 
traveling  interstate. 

Kentucky 

The  fee  on  motor  cycles  formerly  .$10  has  been  reduced  to  $5. 
The  fee  for  passenger  pleasure  cars  has  been  decreased  from  25 
cents  per  H.  P.  to  19  cents,  and  from  40  cents  per  100  pounds  to 
30  cents.  This  is  a  25%  reduction  in  the  motor-vehicle  license  fees. 
A  bill  was  passed  providing  for  the  refund  of  motor-registration 
taxes  paid  on  vehicles  which  later  may  be  lost  by  fire,  theft  or 
other  casualty. 

MassacJnisctts 

The  excise  tax  has  been  amended  so  as  to  provide  for  taxation 
by  months,  for  periods  of  ownership  of  less  than  a  year  with  a 
minimum  tax  of  $2.00. 

Minnesota 

A  1929  law  making  motor  vehicles  owned  by  a  public  service 
corporation  paying  a  gross-earning  tax  subject  to  the  motor-vehicle 
registration  tax  was  held  unconstitutional. 

Mississippi 

Non-residents,  if  staying  in  the  state  more  than  25  days,  must 
register  temporarily  with  the  state  auditor.     Fee  $1.00. 

Xexi'  Jersey 

Motor-vehicle  junk  yards  have  to  be  licensed.  F'fty  dollars  if 
the  land  thus  used  is  5  aci-es  or  less  and  $100  if  more  than  5  acres. 
These  licenses  are  issued  by  the  Commissioner  of  Motor  Vehicles. 
Application  for  state  license  cannot  be  made  until  a  local  permit  is 
obtained.  The  cost  to  the  applicant  of  the  examination  of  the  pro- 
posed site  by  the  Commissioner  of  Motor  Vehicles  is  $25.  and  $25 
more  and  costs  if  a  local  hearing  is  held. 

Nezv  York 

Motor  vehicles  especially  constructed  and  equipped  to  carry  lost 
or  disabled  animals,  if  the  vehicles  are  owned  by  incorporated 
societies  for  the  prevention  of  cruelty  to  animals,  are  exempt  from 
the  registration  fee. 


Soitlli  Carolina 

With  the  exception  of  90  days'  operation  of  passenger  motor 
vehicles,  non-resident  corporations  must  be  licensed.  Nine  dollars 
for  each  automobile  weighing  not  over  2,000  pounds  and  $3  for 
each  additional  500  pounds.  The  license  for  trucks  and  trailers 
range  from  $30  to  $800,  with  a  50?;  reduction  for  pneumatic  tires. 
Motorcycles  $5. 

Texas 

P'arm  trailers  are  exempt  from  the  registration  fee.  Non- 
resident cars  running  regularly  in  Texas  must  have  a  temporary 
certificate  of  registration  with  Texas.  Rate  50  cents.  A^ehciles 
used  for  marketing  farm  products  are  exempt. 

J^irf/iiiia 

\'irginia  passed  a  law  becoming  effective  January  1.  1931  which 
provides  for  a  two-fold  tax  on  carriers  which  operate  regularly 
over  established  routes  of  travel.  Passenger  carriers  are  required 
to  pay  a  weight  tax  at  the  rate  of  70c.  per  100  lbs.,  this  is  as  for 
pleasure  cars,  and  in  addition  a  so-called  road  tax  at  the  rate  of 
1^2%  of  the  gross  transportation  receipts  for  each  quarter  of  the 
year.  Property  carriers  will  pay  first  a  graduated  capacity  tax 
which  conforms  to  that  borne  by  private  carriers  and  in  addition 
the  13^  "a  on  gross  receipts. 

Sales  Tax 

Kentucky 

A  tax  is  levied  on  all  stores  except  those  actually  engaged  in 
gardening  or  farming  and  selling  garden  or  farm  products  raised 
by  them  in  the  state.     The  rates  are  as  follows : 

i^ross  sales  up  to  $400,000. 

"  ••      400,000-$500.000. 

•'       '•  •■      500.000-  600.000. 

"  ■•      600.000-  700.000. 

•'       '■  ••      700.000-  800.000. 

'•  ••      800,000-  900,000. 

''  ••      900.000-  1.000.000. 
••      over  $1,000,000. 

A  report  giving  the  number  and  location  of  the  store  or  stores 
and  the  total  gross  sales  for  the  preceding  calendar  year  must  be 
filed  on  or  before  February  1st  with  the  tax  commission.  The 
tax  is  payable  not  later  than  30  days  thereafter  to  the  Auditor  of 
Public  Accounts,  having  first  been  certified  by  the  tax  commission. 
The  penalty   for  refusal   or   faihu'e  to   file  or  pay   is  20%   of  the 
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amount  plus  interest  at  6%  per  annum.     This  will  also  be  a  mis- 
demeanor punishable  by  a  fine  not  to  exceed  $1,000. 

Mississippi 
A  sales  tax  was  passed  in  Mississippi  becoming  cflective  June  1. 
1930.     The  tax  is  measured  by  gross  sales  or  gross  income.     The 
rate  of  tax  depends  upon  the  nature  of  the  business. 

Mineral  products,  timber,  1%. 

Manufactured  bricks,  cement,  etc.,  y2  of  1%. 

Soft  drinks,  ice  factories,  yi  of  1%. 

Cotton  seed  oil  mills,  %  oi  \%. 

All  other  manufacturers,  1/10  of  1%. 

Sale  of  real  and  tangible  personal  property,  %  of  1%.  One- 
fourth  of  1%  additional  for  more  than  5  chain  stores. 

Street  railroads,  water  works,  gas,  electric  light  companies,  ^ 
of  1%. 

Contractors,  34  of  1%. 

Amusements,  1%. 

Other  businesses  that  require  a  privilege  tax,  %.  of  1%. 

All  privilege  taxes  are  deductible  from  the  sales  tax.  The  com- 
panies exempt  from  the  tax  are :  insurance  companies,  railroad, 
express,  telephone,  telegraph,  sleeping-car  and  pipe-line  companies 
and  persons  paying  a  tax  under  the  Sea  Foods  Act;  banks,  saving 
associations,  labor,  agricultural,  horticultural,  fraternal  benefit  and 
civic  societies  not  organized  for  profit,  farm  produce  when  sold  by 
producer. 

The  money  exemption  is  $5,000.  All  persons  subject  to  the  tax 
must  be  licensed,  cost  $1.00. 

Reports  and  the  payment  of  the  tax  are  due  quarterly,  and  be- 
comes delinquent  10  days  after  the  expiration  of  the  quarter.  The 
law  is  administered  by  the  tax  commission  and  the  money  goes 
into  the  general  fund  of  the  state. 

SoutJi  Carolina 

The  tax  has  been  increased  on  candy  by  reducing  the  measure  to 
candy  at  50c.  a  pound,  formerly  80c.  The  Tax  Commission  is  to 
refund  the  dairies  the  tax  paid  on  all  milk  drinks  sold  to  schools. 
The  tax  commission  has  ruled  that  all  fruit  drinks  in  bottles  come 
under  the  state  soft-drink  law.     The  tax  is  1  cent  on  each  5  cents. 

Tobacco  Tax 
Arkansas 
The    courts    have    held    that    cigars    and    cigarettes    purchased 
through  the  United  States  Veteran's  Bureau  Hospital  are  exempt 
from  the  state  tobacco  tax. 
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Mississippi 

A  tax  of  1  cent  for  each  5  cents  of  the  retail  selling  price  of 
cigarettes  and  20%  of  the  selling  price  of  cigars  is  levied  upon  all 
retail  dealers.  The  dealers  must  have  a  permit  to  sell  and  must 
keep  records.  An  affixed  stamp  is  indication  of  payment  of  tax. 
Cigarettes  and  cigars  sold  to  charitable  organizations  or  state  and 
federal  institutions  are  exempt.  Agencies  acting  as  state  deposi- 
tories of  the  stamps  and  wholesalers  and  jobbers  are  allowed  2% 
of  the  face  value  of  the  stamps  sold.  The  retailer  when  he  buys 
from  the  depository  is  allowed  8?r  and  when  he  buys  from  the 
tax  commission,  lOS^.  The  money  goes  into  the  general  fund. 
This  act  became  effective  June  1.  1930. 

At^:.'  Mexico 

In  1929  \ew  Mexico  levied  an  excise  tax  on  tobacco.  One  dollar 
per  100  on  cigars  and  cigarettes  weighing  not  more  than  3  lbs. 
Cigars  over  3  lbs.,  $3  per  1.000.  Other  tobacco  Ic.  per  ounce  or 
6c.  per  lb.  The  revenue  is  to  go  to  the  general  fund  of  the  state 
and  the  penalties  to  the  school  fund.  The  referendum  was  invoked 
and  it  will  come  before  the  voters  in  November  1930. 

Tennessee 

The  rate  for  the  tobacco  tax  was  changed  at  the  1929  regular 
session  of  the  legislature  and  again  at  the  special  session  in  De- 
cember. The  rate  now  is  10%  of  the  retail  price  of  cigars,  manu- 
factured tobacco  and  snuff',  and  I'i  of  1  cent  for  each  cigarette  un- 
less the  intended  retail  sales  price  of  any  cigarette  is  more  than 
1  cent,  and  then  the  tax  shall  be  20%  of  such  retail  sales  price. 
This  is  in  addition  to  any  special  privilege  tax.  Every  one  selling 
tobacco  must  be  licensed. 

[  -fall 

The  cigarette  taxes  are  now  payable  to  the  state  instead  of  the 
city.  All  dealers  must  be  licensed  and  bonded  for  $500.  The  bond 
is  to  be  filed  with  the  state  treasurer. 
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